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ABSTRACT 

After giving an overview of the private retirement 
system and considering deferred wages and labor costs, the study 
explores the extent of the influence of private pensions on early 
retirement and on job opportunities of older persons, and the 
influence of lengthy job tenure reguirements on worker mobility. The 
study weakens the case for across-the-board increases in social 
security benefits based on old formulas for computing base level 
benefits by which social security will become an increasingly 
inefficient instrument for putting money in the hands of the poor or 
near-poor aged. The fact that a large share of workers are likely to 
remain uncovered by private pensions strengthens the case for 
splitting social security's pension function from its antipoverty 
function. Present formulas attempt to provide the most generous 
treatment to those who contributed least; as private pensions grow, 
this policy may yield increasingly haphazard results. Finally, some 
of the findings demonstrate how unfair the social security retirement 
test is, making difficult the attempt of the aged worker without a 
private pension to use earnings to supplement his social security , 
benefits. (Author/AJ) / 
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*rhe views rxpressinl in this stiuly uiv tliosc of the auihor aiul ilo not 
iieivssarilv repivs;Mit the views of inemU'is t.f the .Joint Keononnc 
Connnittee. the Sulh-oniniittee on Fise«l Policy, or tiie subcomnnttee 
start*. ^ 

ChairnvttU'Iolnt Kvonomu' Cortimtttee. 
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('fiiunmfn,Jo!nt /Cro/ioniirf'o/ntHiffce, 

r.S. Confftvss, Wrtshinfftofi. />/'. 

Dear Mr. Ciiairjian : Transmitted herewith is a study entitled - 1 lie 
Lrhor Market Impacts of the Private Ketirenu nt System by HolK'rt 
Tairtf-art. This siii.lv is Paper No. 11 in the H'nes .vJ////m .v ,h /oUw 
Wiffa/r. prepared for the SiilK-ouimittee on tis-al 1 olicy m its i-c- 
view of the Nation's income transfer prolrraln^•. 

nie sulM'ommittec .lenion.st rated u major interest m the economic 
problems of the apxl by pnbU.shin}r in 11M?7 a «'ries of stndies entitled 
Ohf. !v« /tirom*' A^xuftitar. T\m .<tiuly i.*? m the tradition of tlie 
earlier stmlies in that it cvaniines the broad implications of the i)rivate 
1. elision sv.stem. One cannot view the private pension system m isola- 
tion. It is imtx.rtant to athlress the etVects of the systt«in on early re- 
tiremeiit, f>n labor mobility, and on income security. Private |K'nsions 
are estM^ciallv relevant to the current studies of the subconimittee lio- 
causo of linkajrea lietween pensions and such public transfer projrrains 
as s<M'ial security and supplemental security income. 

Conffressionat committees in the House and Senate that are develop- 
ing iH-nsion reform legislation will also find this studv of jrwat inter- 
est Tacffart. separates fa<t from fiction in his discussions of: A\ ho is 
and who is not covered by private pensions i What types of ajre ami 
service requirements are most common in pension plans ? Anil liow 
<»ften ai-e covered workers with lonjr tenure the victims of unfair rules 
cnnsinc them to lose pension benefits? ,-.11 - 

Robert I. Lerman of the 8ul)committei» statf helped prepare th© 
studv for publication. Tlie views expressed in this study are exclusively 
thosJ. of the author ami do not necessarily represent the views of the 
members of the Joint Economic Committee, the subcommittee, or the 

sulicommittee staff. ^ 

Mabtha W. GmrnxHS, 

Chairman, Subcommittee on Fiscal Policy- 



FOREWORD 



Abuses of tho {KMisioti system luivo iinfrtMinl nmiiv Americans. News 
at't'dunts of Imnkrupt pension funds and of individuals who lose all 
pension rijyhts after 20 years and more of faithful service* have helped 
to stinuilate puhlie eoncern. A fxoud indication of the importance of 
theifrrowinfT public interest is that the President and conmiittee chair- 
men in the House and Senate have proposed lejrislation under the {gen- 
eral headinjr of pension refonu. If the President and Conjji'ess can 
achieve a compromise, new laws rejrulatinjf pensions are likely to be 
on tlu^ lK)okri by the end (>f the W\d f\m}xvvi^. With lejrishition immi- 
nvnt hut with final derisions unresolved on some issues^ this study rep- 
resents a timely aihiition to knowledjire about the private i>enHion 
system. 

Most dismssions of pension reform focus on ecpiity issues. Some ex- 
amples of thest^ eipiity (|uestiuns are the followin/ji llow lon^ should 
an empluyc^e have to work at a firm iK'forc his |HMision rijjhts U'come 
permanent i At what aire shouhl a worker be able to draw on his pen- 
sion ? Shouhl a W(;rker be allowed to retain his pension rights ais he 
moves friHU one job to another ? I^ss attention has been clevoted to dis- 
mssinjr an eijually impfjrtant set of issues: namely, the elfccts of tlie 
private pensiov, system on the IuImji' inarketi RoU'rt Tajrjiart provides 
a vnbnible service by mhlrcssinir (|uc>stions on the lalnir nuirket effects 
ut pensions. Dr. Taijrgart exanunes such questions as the followinjr: To 
what extent ilo private pensions intluenee early retirement ^ I)o(*s the 
private retirement system rc»duce the job oppoitnnities of older per- 
sonsi Do len^hy job tenure reciuirenu^nts for attaining? pension rijrhts 
imnetlji^ worker niovements frotn (me job to another ^ 

The TaiTirart study is ivlevant to the Subeommittei» on Fiscal Pol- 
icy *s hmjrstamlin^ interest in inconu* sourc(»s of ajLjed i>ersons. In De- 
cemln^r IIMm. tin* siiljaunmittee published six comprehensive volumes 
of studies in the S(»rh»s Ohf Af/e lucfwic A^mfrtmre. Many of these 
stndii'S (*ontinue to provide sound analysers of sueh popular topics of 
IK'nsinn ivform as vc»«tinjr» fnndinjuf. ami portability. In addition, the 
studies coven»d employment ellVcts of piMvate ptwisions and the rela- 
tionship between X\iv private retirement system and public ]>i'o<rrams 
for the a.!r(*d. The Tajrjrnrt study should ajrain stimulate tbinkinjr 
alHMit the lu'oadca' nspe< ts of the private retirement system instead of 
vicwinjr the system in isohition^ 

TajrjrartV study is also relevant to the sul)committee*s review of 
public inconw* transfi^r projrrams. In consideiin<r ways to improve 
\\iv curri»nt system of public transfeis. om* cannot i^'uore the inter- 
au-tiou between tlu» privuti* rc*tin»ment system and public transfer pi*o- 
/rrams, \\\ fnr the closest linkajre is In^tween tin* private retiivment 
svsteni ami the so<mu1 seeurity retirenient syst*»m. This linkap^ pro- 
vides sonu* c^xirih nt examples of the implications of Taggard« find- 
uigs for policy. 
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VI 



Fii-st Ta"«nufs work woakcns the case for across-the-board in> 
m'a«es in f^ovhx] s^x in ii v iKMU'fits based on old formulas for conH)utinji 
liasi* li'vel benctits. Tajrjn"* lH>mts out that the larjre and contunuii}: 
.^iwvth in total iieusion reprcsc-nts substantial nK-iya«s in 

Ser iH'rwm lu nohts for alwMit half the ivtirees but, after a eertam i«)int. 
theiv will 1h' little increase in the share of retirees rc-ceivin#? a private 
pension. This nu-ans that, as curnMit taxpayei-s continue to provide 
across-the-board social si*curity benefit increases, a large sh.in? ot tliese 
lM?neKts will jxo to retirees with relatively hijxh private ijension inconu-. 
Social se<-nritv will lurome an incrcasi airly ineflicient instrmuent tor 
puttinir nionc'v in the hands of the p(Hir or near-poor ajrtnl. 

Second, tin-' fact that a larjie shiire of w»»rkei-s are likely to ivniain 
uncovered by private pensions stivngtliens the case for splittinff social 
m-urity*s pei.sion function from its antipoveity function.' rresent 
formulas attempt to provide the most «rt'nerons treatment (that i-*. 
the hii:he?t amount bv which benefits exceed the actuarial value of 
contributions) to those who contributed least. As private ik'H'sIj^s 
grow, this p«>licv may yi»'ld increasiujrly haphazard ivsults. Some 
fower earnei-s benefiting ^rom the i*edistributive aspects of the formula 
will mhl their siM-inl security benefits to their private pensions ami 
eml up iH tter <»tl' than others with no privat<> pension who paid moiv 
so<-ial st'curity taxes and n»e(»ived less favorable treatment under the 
s(M-i:il scruritv fonnula. ."^till otheiv. who had low cf)vered earnin;r?« 
and who liavi- no priv:.te pension, will jiain little from the redistribu- 
tive rtsptu ts of the .social security formulas. Since many of these most 
n«H»dy will re<-eive paynM»nts from the supi)lemental security income 
projrrnm. they will pi'in only $20 per montli from their S(M-ial security 

iHMU'fitS.- 

Finallv. some of Tajrjxart's findinps denuinstrate how unfair the 
swial si'curity retirt»ment test is. A large share of a«r<'d w()rkers receive 
no privati' inMision benefits at all. As a result, their infome from 
sources otluM- tluin work is imulequate. It is the8<» workers vho must 
ami who do work to achieve adequate incomes. Tagpai-t p«)ints out 
that a hinrlu-r .share of social security nvipients without private 
pensions work than do recipients with pensions. Thus, the aped vorker 
unlucky in not n»ceiving a pension is often doubly unlucky in that 
the retirement test maki»s difficult his attempt to use earnings r-ither 
(iian a private pension to supplement his social security U'liefits. 

* Michael K. TaaiwlB prespntsi the case for spHttlnff the functions of foi-inl 
Mecurlty In "The SfX'lnl Spoiirlty Retlrpment Projtmm and Welfare R«»fornu" 
In iHiurM in thr CmrdinnUnn of Puhlir. Wrtfarr ProffraniK. Paper No. 7. Stn«Ht>K 
In ruhllc Welfare. Suhcommlttee on Fi«cal Policy. WaahinKton. D.C.: V.». Gov- 
emtnent PrIntInc Office. .Taly 2. 107.1. pp. 14-30. 

' At e UiiltHrt I. Lenunn "Ini-entlve Kffet'ts in Public Income Tranwfer Pr««r«iMs." 
In Tvrnnif Trnnntrr Prot/rnuix: llntr Tlirji Tux thf Poor, Paper No. 4. Sta<llc« in 
Pahllc Welfare. SubcomniUtee on Fifwal Policy. Washington, IM-.: I'.S. ««v- 
eminent Printing offlee. l)e<-. 22. 1072. pp. 7(y-7K 
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PREFACE 



The iirivatc ivtirt^miMit system consists of thousands of separate 
pension and i)rolit-shar'injj plans, larjre ami small covering emplovei*s 
and employees of all tyi>es and i>rovidin}5 retirement IxMiefits which 
ranue frmn nijrjrardly to princely. The variation in everv dimension of 
the«» plans is so jrroat that it is rather heroic to view them as a **sys- 
tern** and to try to assi'ss their ajrjrrejiate iujpacts. Yet, there is no 
doubt that taken tojsether. the jjrowth and development of these varie<l 
plans have had sijrniti<'ant conseuuences. The welfare of those who are 
receivinr <»r will re<HMve benefits has U^en dramatically im)>roved. The 
H'onomv as a whole has l>een affected by the aceunmlation of larjr<* 
funds ^or the payment t>f futuiv U^nefits. And the work patterns of 
the labor fort e, especially of older cohorts, have Ihhmi altered. 

Tlie p!x)bli*m is to n*hite developments in the thousands of separate 
plans to measured ajfjrrejrate chanjrcs in order to determine the dire<»- 
tion and dejrree of iuipact. Unfortunately, there is limited data sum- 
rtUirircinjr the < haractenst ics of private retirement plans and measurins 
the extent of thc»ir development. Thei-e is even less information which 
can Ih* used to link tliese characteristics and developments to their 
ajrjirefrate effects. 

I);itn and tlesi'nptiv<> infonnution on boxy pi^ofit-sharing plans op- 
erate, both separately an<l in combination with i>ension plans, are par- 
ticularly meaip^r. As*a result, the analysis <leals almast exclusively with 
the impact of pension plans. Although it is not alwayspossible to assess 
tlie effects ot |M»nsion plans separately from thost* of profit*sharinfr 
plans partly U'caus** sofue employers Tiave Inith. these linkages should 
not impart imv signitirant bias to the (iiidinfrs repen ted here. 

Given the diversity of the private n»tirement system, the deartli of 
descriptive data, an*! the inherent i>roblem3of separating institutional 
factors, esj^ecially over tinie, it is a diffu ult tusk to assess the manpower 
implications of private pension and profit-sharing plans. One must 
steer bc^tween the Scylla of false aggregation and the Chanrbdis of 
false •^ributicm ; in other words, there is a very real danger of missing 
imp(,. int variations within the private retirement system or of mis- 
calcularn»;r its overall impacts. 

In or<ler to steer this course, it is necessary to take chances. Data 
mu.st often he use<l in makeshift ways where there are gaps. Inference 
is also recjuired where no direct information is available. And usually 
one mnst tack lx»tween conceptualization, analysis of aggregate data, 
and generalization from limited case studies in order to gain the best 
persi)ective. This is the only way to deal with this subject, and hope- 
fully the end justifies the means. 

^ianv have contributed ti> this study. Financial support was pro- 
vided fey the Department of Labor's Manpower Admmistratiom and 
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ponsioH oxiH'Hs in the- Dopattmont. particularly Dr. Donald M. Liui- 
tlay and llanvy E. Davis, roviowod the nuuiusc'ript for aoounu-y. Drs. 
CharU'.s Stewart, ShoUlon HaWi-, and Ilornian Miller nf the (ti'orjje 
Washiiifiton rniversity rend an<l conuMonted on the nianusrript; Dr. 
lioln-rt I^ernian of the .ff>int Kcnuoniic I'imunittee proviileil many use- 
ful oonunents. lUit nmst iniporiant of all. Dr. Sar A. Leviian super- 
viswl the ix'searoh and provided enc ourairt'UU'iu antl usrjistan. (> throuirli- 
out. 
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THE LAHOU MAUKKT IMPACTS OF THE PRIVATE 
RETIREMENT 8VSTKM 

//y RtlBKRT T.UMJAUi * 

1. The Ixcueasixu hirAt-TS 
J)riim4itt(' 

IViviito omplow'o rptiicinont plans hnve ^roww at an inomlible pai-c 
ovt'i- tlH» last two apcades. a*»veloi)injr intf> n massive and <;»)nii)lex sys- 
t<Mn witli a variPtv of sm-iai and foononiic nuniJicatious. AccorUinir to 
tlu* iK'st availahlt- c'stiinutos, nearly Jio niillicwi i>r roujrhly Imif of all 
private wajro ami aiilurv workers were t-oveifd by private i-etirenient 
plans in IDTo (table Thew* plans were fiiianeod cbieflv by employer 
I'ontri but ions which totaled $1:2.(5 billion, supplement e<l by $1.4 billion 
out of eniplovee.s' salaries, »Sonie 4.7 niillion iinUvidnals received Iniie- 
Hts amountinV «o $7.4 billion, or an averafie ')f $1,580 each. More than 
$in7 billion luul lieen uccunu»late<l as i-ewrves to pay futui-e benehts. 

The levels of eoverajrt, contributions, benetits, and asi^et accumula- 
tion.s, have l«en risinsr rapidly (chart 1). In 10'.0, only 0,8 niillion, or 




kept aheatl of thi» prowiiic wajje and siilury work force; however, the 
expansion of rt»tirenient plan reserves was especially dramatic. 

Table I.— Nearly 30,000,000 or rouphiy half of all private wage and 
Holary workers were cocereil by pnvate retirement puin^ in 1970 
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« l>Bti» ineXwU all private ppjtflon »nd defemd proflt-tburin; plan* other th»i» tho»«f fc»r the wV- 
emptoy<Ki. 

Soon'o: Walter W. Kolodrubctr. "Two Decadnof Employe*- Benefit Plaw, H«0-70: A Review," SaeM 
llteurUy ttuUtttu, April I'JTi. Vdl. 3S. Nu. 4, p. M. 



•Kxwuflvi. (llreetnp. Xntlonal Manpower Policy Tiisk Porte. 

' WnltiT W. KoUMlrulKJtu. "Two Decades of Employw-Benefit Plann. l«rifr-70: 
A Revh-w." Srt-uritu HulU tln. April 1972. Vol. 85. No. 4. p. 20. and Man- 

l,>,ir,f Itvpui't uf thr l'rv>*iiUnt, IWii i WusliIuKton : U.S. Government Printing 
l)0oe.1972).p.n4. 

« ntid. 

•Ibid, 

(I) 
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CuABT 1.— >Tiie levels of coverage, contributions, benefits, and asset 
accumulations have been rising rapidly. 




I'-^'O 19d5 1910 ivii I9V0 

Source : Walter W. Kolodrubetz, "Two Decades of Employee Ben«'fit Plans. 
1950-70: A Review," Boetat Security Buttetin, April 1972, voL 38, No. 4, p. 20. 
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More ret^ntl>\ the number of bcMidlriaries has lieen increasing 
rapitlly as nuiny participants who \v<»ro extondcnl oov<»raj:e in the fifties 
arc miohinsj rrtironuMjt n^v. 

Thonjjh the privati* n»tin»niont system is ♦soroudnry to tlu» public old- 
a^e, survivors and disability insuraneo projrram (OASDI), itsivlativo 
iniportantH' luis in<*n'aso<l over the last <leradt». In llHMK OASDl oov- 
eml MM) million workei's, with rontribntions of $1 IJ) billion and bene- 
fits totalinjLT billion paid to 14*h million m-ipients. llv 11>70* 
rovenifre Inul U^on c'Xtended to 7±7 million workei-s, contributions 
had ris<Mi to ^5;J4.7 billion, lH»ncfits to $:n.9 billion, and the number of 
recipients to :>0.2 million.* Thoujrh the jirivate retinweut Kj'stem 
eovereil only 41 i)ercent as many workers as OASDI in 1070, tins was 
an inrrc»ase from ."is percent as inany in VMMK Private retirement plan 
contributions, l)enefits, and recipients rose from i\S. 15, and 12 iH»rcent 
of tliost* uuiler OASDI in VMM) to 40. 23. anil 18 percent, n'si)ectively, 
in lJ)7o. 

Herausi' of the present scale of private t^mployee n*tnvment plans, 
their rtOativcly rc<'ent tievelopnumt aind their promise of contnnied 
(thouirh iK»rhaps slowinjr) frnnvtlj, they are playinjr an ever more 
important sin ial and economic role. ()l)viouslv. they have a nuijor 
impact on ll:c welfare of retirees. Uou^hly an <*i{rhth of all {lei^sous (55 
and over in ll)r)7 ivceived private irtirenu'Ut bc»iefits/* The proportion 
is risiuff rapidly as workers maile elijrihle by earlier <'overa}re <»xtcu- 
sions and iMijefit liberalizations reach retinMUc-nt ix^v in <rreater num- 
Ikm*s. In IIHIK, I7j)er<'ent of all r>2- to (i.Vycnr-olds rejristerinji: for early 
or rejMfular siicial scM'urity retirement THMu'llts or tor ujeclicare were 
alivndy recciviujjr a private iM^nsiou. an<l N penent more <'X|H'cted to 
receive one from their most recent job.** Tlu» uileqtuu'y antl availability 
of these benefits and th^'ir elVectivencss in stjpplementiuj; other forms 
of retirement income. ar4> vital concerns for the welfaiv of the ajre<l. 

Tlie econouiy as a wliole is aifected bv tla* money which is conti ib- 
uted to retiwuent plans each year, and by tlie nmssive funds which 
have lHH»n accumulated for future payments. Tlie annual <*ontribn- 
tions which nnyrlit otherwise 1k^ paid as wajres or <livi<l(*Tids or I'etaincil 
as profits are. instead, saved and diverted into investnu>nts. Ketire- 
ment funds c»ach year account for a larjr*' share of the pnrciuises of 
corpcunte stocks nn<l bonds, with si^nifii'ant conseipiences for the 
growth of the* economy, as well as for financial markets.^ 

In addition to these welfare and ujrjrrejrate econonuc implicaitions, 
the private rt^irement system has a number of possible impacts on the 
labor market. Ketirenuuit plans am an important labor-related cost to 
emploj*ei's. and ai*e thus a factor in hiring and firing decisions as well 
as m collective bargaining an<l financial planning. Retirement plan 



• InstUute of IJfe Insuranro. Ufe Insurance Fart Itook (Xcw York: In- 
stitute of IJfe inHuran<*«\ lU72h |». 44. 

•Walter K(>Io<lnibet7. "Private an<l PuMIc R'»tlreinent Pensions: Finding 
From thi* Stirv«*y of the Ageil/* *sV/c'<Vi/ AV/wW/// liulhtin^ voK Sa, Xo. 9, 
BeptenilH<r 1970. p. 3. 

• U'tiore K. Blxb.v and Vlrtrlnla Reno. "Second Pensions Amonir Newly Entitled 
Workers : Survey of Xew Ilenefii larles/' SoHal Stcurify Hulh tin^ Xoveniber 1971, 
vol.34.Xo. 11. pp. 4-5. 

' rnltiHl States Securities and Kxehnnue Conunlssion. ''StiKk Transactions of 
Financial Institutions/* Release No. 2nM. June 15. 1072. (Mlmecigraphed*) 
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contributions aio a concern to employees to tlie extent that they are a 
substitute for higher wages and a way of preparing for the future. 
Thus, the terms of the retirement plan can have an impact on work 
patterns, especially the timing of retirement. 

Aiiiti'tiifnff the Impaets 

The extent and implinitioiis <.f these various impacts are only 
vaguily uuilerstt>od. (.Jrowth and change in the private retirement 
syslenriiave been so rapid that it has been difticult to gain any persi>ec- 
tive. Tliere Is sometimes a long lag between developments in retirement 
plana and their impact on workers, siiu e current cluuiges are often not 
felt until participants retire many years in the future. To a lesser 
degi-ee, the liuancud conseq\iences of retirement plan changes ujay also 
lie'tielayeil. Hecause i-etirement plans are so varied, it is a ditUcult task 
to assess and measiiie their impact. It is also difficult to disentangle 
the elVects of developments in the private retirement system from other 
long-run institutional changes, especially those in the social security 

* Despite tlieste liifficulties. etVorts are l»eing mounted to better mulei - 
.stand private retirement i)lans ami their impacts. Welfare issues have 
lieen exi)lored at great length bv a number of congressional comuuttces 
consitlering federal legislation.' Tlie financial issues have been investi- 
gated bv Congress, bv reg\datt)rv agencies, and by indeiieudent evalua- 
ttjrs.** A *'ood <ical of work has »)cpn tloue by the Department of Labor 
and varUms academit ians to determine the labor market unpat ts." 
rnfortunatflv, this reseanh is widely scattei-ed and often inconclu- 
sive Vi'gregiite data on dirtei-ciit aspects of private retirenient nlans 
are collected by the Department of LaUr, the Social Security Admin- 
istration of the Department of Health, Education, and Welfare, the 
internal Revenue Service, the Securities and Exchange Comnussion, 
and a variety of special interest associations, but there is a great deal 
of overlap and of gaps in coverage. Itecause of the diversit-y of the sys- 
tem, case studv data are often misleading. Research, therefore, must W 
built on i-atluT undependable foundations. Conclusions can only l)e 
readied by a cai-eful piecing together of evidence ami information and 
there are iio nnefiuivocal answei-s. , . , , . i ♦ j ♦ 

Do«;iMte limitations in the research which has been completed to 
dat.' an<l in the data sources which underlie it, policymakei-s are faced 
with' a numlMM- of critical issues which tleniand immediate answera. 
The t)rivat»' retirement system has evolved in the absence of any con- 
sistent public policy and with little governmental regulation. Legis- 
lative n' tioti \n imminent to redirect and control the development of 
the svstem. This reipiires the best possible as.sessmcnts of the welfare, 
aggregate economic, and manpower impacts of private retin»ment 
plans. 

• Interim Rrport 0/ Actlritien 0/ the Private Welfare an>t PcnnUm Plan Study, 
layt, Swiate Conunittee <m Labor ami Public Welfare, 92d Cong., 1st seas. ( Wash- 
InKtim : I '.S. Government I'rlntlns Office. 1072) , pp. 4-5. 

•Tlw hilili<«raiiby whi<'h is InchMled in the appendix referencPK most of the 
ivHearch completed to date on the lal»or market impacts of private retirement 
plann. 
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The Labor Market Issues 

Tho issues nOatocl to the Whsv market efforts of privati? ivtiivineut 
plans are osnocially critical Workers are retirinjr at a younj?er ajre, 
niul one of the primary reasons is the income available from pt^nsion 
phins. If this trend continues ainonjf the hirjrc cohort no>y appr<»ach- 
inir retin»ment ajre. \x\hov force partic ipation anionjr ohler \vorUeij4 
mnv fall more mpicUv and Mie outi>ut of the economy nuiy Ih» atlected- 
These trends and their consiHjuences have heen laWUni the 'Varly re- 
tirement time Innnb;' and though this nmy exajfjrerate their sijrnih- 
<ance, it correctly sufjjxests tluit the issue is an important one.*** 

While pensions nuiy reduce tlie supply of older workei-s throujrh 
earlier I'etirement, they nuiy also wluce the wilHnjrness of employei*s 
to hire older lobseekera. The longer the periotl over which contribu- 
tions are made for rctinMuent, the less costly it is to the employer. 
Tiider the lienefit formulas found in most private retinmieiit plans, 
it is more expimsive to hire an older worker who will retire in a few 
veal's than a younger one who will stay for some time. Finns with 
liigli levels of retirement Wnefits miirht be incmisingly rehu tant to 
iiire senior citizens, foreclosing the ocst work opportunities. 

In general* the cost of retirement plans is a critical issue to both 
employers and employees. Workers have bargained for im»i^ased bene- 
tits auid employer contributions have mounted both in dollar terms 
and us a pcicent of wagi»s and salaries. Considering such contributions 
as tlefenvd wages. workei*s are under.standably concernccl about their 
prospects for receiving benefits. Employers must worry about meeting 
timincial conunitments, Inrth present and future. Theiv is a growing 
conflict In^twven the rising expectations of workei*s (and legislators) 
and employers* ability to pay. 

Ketirement plans may also have an effect on the mobility of the work 
force. An employee may lose his right to a later benefit if he changes 
jobs, and this may discourage him from takinp: advantage of better 
opportunities. As coverage has become more widespread and benefits 
inoiv attractive, the mobility of the work foire may have l>een affected. 

A liiial issue which surfaced during the 1069-71 business recession 
was the use of private retirement plans and benefits as a way to phase 
out oUh^r workers and open jobs for younger ones. At anv time, there 
are a large number of employees eli^iBle for regular or early retirement 
under private plans. If the availability of a benefit is used or serves as 
an incentive for them to leave their jobs during a recession and if this 
results in their leiiving the labor force, jobs can be opened for uneni* 
ployed workers. 

1*' hese actual or potential labor market impacts of private retirement 
plans^ like their other impacts, are difficult to measure and assess. The 
l)Ians are so diverse, the data are so inadequate, the connections be- 
tween retirement plans and labor market developments are so tenuous^ 
that rigoi-ous statistical analysis is impossible. Nevertheless^ niuch can 
be learned about the bread dimensions of impact and their implica- 
tions by syntheisizing aggregate labor force data, the information on 

*The Early Retirement Time Bomb/' TlatiwCs Bu$tnei$. volume 09, Ko. 2. 
Feliruary 1971t p. SO. 
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retirement plans and coverajre, the various case stiulies which are 
available, and some conunonsense tlieory. 

The live specilic labor market issues" outlined are particularly cn«^i- 
cal and need to Ih» examined in depth : 

L The implications of retirement plan contrihution? as an added 
cost of lalH)r to employers and as a deferred wa^e to eiuphiyees: 

± The impact of ret irement plans on t lie mol)ility of t he work force ; 

tJ. Their inlim»nce on retirement patterns; 

4. Their use as a countercyclical device to open jobs thmujrh retire- 
ment iti a slack economy ; unvw 

X The etlect of retirement: plans on the availability of jobs for 
older \vorkei*s. 

Each of these issues has important policy implications, A numbt»r of 
specific le^rislative reforms are beiuff weighed, and the labor nuirket 
irnpacts of retirement plans are among tlie factoids which nuist Ik» con- 
sidered. In a broader sev,^r<^ their impacts may suggest whether or in 
what directions the development of retirement plans should be en- 
couraged. Before specific issues or their policy implications can Ik* 
discussed, however, it is necessary to gain a better understanding of 
the complex system of private employee retirement plans. 
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2. Ax OVKUVIKW OF TlIK PlUVATK KkTIUKMKNT SvmKM 



A munlHM* of intoiTolutcnl factors have contribiitod to tho jri'owth 
and development of the private retiivinent system. Over the hist 20 
veal's, there has hcH»n a dramatic ex])ansu>n of all forms of noinvajie 
compensation siu'h as eniph)ver contributions to life insurance^ hos- 
pitalization, disability Iwnefits, supplemental unemployment insur- 
ance^ and n^tiremeut phms. Whether this was due to the increasing 
social consciousness or eniployers, the increased employee preference 
for such nonwajrc* payments as incomes increased, or any of a number 
of factors* contributions to employee4)encftt plans increased ninefold 
lietween li)50 and 1!>70, rising; from to lA percent of private sector 
wa<res and sahirics. As i)art of this tren<l, contributions to rctii-ement 
phuis grew less rapidly but still increased severalfohl over tho two 
dec*ades from L7 to {i.^fpercent of wages and salaries.^ 

Certainly, a priuiu factor in this overall growth of emplovee bene- 
fits has l>ecn the unions. They have pioneered in the bargaining for 
health and disability insurance, supplemental unemployment benefits, 
and a variety of other extras, lint they have been especially impor- 
tant in developing retiwnent plans. In the mass production industries, 
union pressui-e converted pensions from the practice of a few of the 
••enlightened** employers into a mass phenomenon; in other industries, 
especially anu)ng snutU firms, the presence of the imion made the <lif- 
ft*rence l)etween pensions ami no pensions. Once coverage was estab- 
lished, the unions worked steadily to improve the terms of the plan, 
aiMing new types of lienefits ami raising the level of payments,- 

Federal tax laws have also affected the growth of the private retire- 
ment system. Since 1020, qtmlified retirenuMit plans have lieen given 
a variety of tax bivaks. Employers are permitte<l to deduct their con- 
tributions for tax purposes as well as the earnings accruing from pen- 
sion funds, whih* l)enefieiaries only pay taxes on their income after 
n»tirem(»nt. Thei'e is sonu* debate over whether or not this tax treat- 
nu'Ut is "special,** btit the taxation of contributions and earnings on a 
current basis would raise ca*<ts by more than a third,^ This subsi<ly has 
been an incentive to the growth of private retirenu*nt plans. In order 



* Walter W. KolodrtilK»ts5. ♦•Two IVoade« of Employee-Beneflt Plans. ItinO-TO : 
A UovifwV SueUa SatiHty ItuUtihK April 107i vol. 35. Xo. 4. p. 17. 

^.Tack Rnrhaslu ••The Structure and Evolution of Union Intf»reHt» in Pon*»lon»." 
OM Agr Jnofmw AHHuraner, Pari tW Subrommittoe on PIsfnl I*oUc-y, .Toltit Ki*o- 
m>i)iie Committee (Washington: T.S. Gowrnnif.it Prlutini; Offlco, r)m»ml)or 
lW7),p. Sft. 

^ Rn.vin(»n<l Gm*tz. Tut Trratmnit of Pntftion Plfinn, prf fnrvthtl or Xoniia!f 
( Wasiiington : Amerirnn Enterprise Institute, IIHIO), p. 513. 

(7) 
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to 1h» (Oiffililc for tlu»si» tax brouks, plnns^ must iiu^t cortaiii mjuhv- 
inoiits s<»t by Confiross and tho Intc»riial Rovcnnio Sorvu'o; the nHjuiiv- 
monts. and <»hanjffos in thonu hnvo had an impact on the evohition of 
tho system. For instunot^ thc» Lifo In«uram*o Company Im^ome Tax Art 
of lOaO oxtondod the* dculurtion nrivih»p» for the tirst time to invest- 
nuMit tMirninfxs of pension funds held by ifusuranee companies, p<»rmit- 
tinjr them to maintain these funds in separate accounts, and this hul 
to the vigorous <»xpans}on of irisured plans. The Self-Eniployed In- 
dividuals* UetireuJCTit Act of IfltW (The Keojrh Art) pive the self- 
employed tlje opportunity to deduct a proportion of their sahiry for a 
l>ona fide retirement plaiu and this, alonff with subsequent amend- 
ments, contributed to tin* {growth of small plans/ 

A munlnu* of other law*; have had an iini)act on retirement plans, 
but the n>r)st important are the National Labor Relations Act or 1935 
(XI.UA) and the Welfare nrul Pension Pbms Disclosure Act of 1058 
< WPPDA). In the Inland Steel decision of 1947, the U.S. Court of 
Appt»:ds uphi'hl a ruHnir i>y the National Labor Relations Board that 
retin^nierit plan contributions were a remuneration for labor within 
thi' terms of the XLH A and were subject to the same riffhts and privi- 
lege's as watres in <'ollective barpainin<r-''^ In the 5 rears after this de- 
cision, c<»Vi'rajre under collectiv<»ly barpiined plans incmiscd sxff- 
nifii-antly. Tlie AVPPDA was initiated to check abuses of pension 
fun<ls. n'fjuiriTiir reporting to the Departnu'nt of Lal)or on a mimWr 
of aspects of plan provisions and chanjros as well as on financial deal- 
inirs/* Tliouirh little ovcM'sijrht or contml has l)een exercised by the 
(lovernnnmt. the Wl^PDA established the principle of suix»rvision 
and has h'd to the «ratlicrinjr of some useful informatiom^ 

Ki'onomic cunditioiis have also atfiV'ted the growth of jirivate retire- 
ment plans. I>urinu the Umw times, waire and iH'ueflt settlements us- 
tially rise/ but retiivTuent l^enellts are esi^ecially <h^l)ontlent bwause the 
earninirs of at^unudated retirement funds are an important supple- 
ment to employer ami employee contributions: when these earninirs de- 
cline, contributions nmst usually rise to meet mnuuitments and caimot 
be useil to broaderi bej^efits. For instaiuv. in UKiS. retirement ri'serves 
irrew by $1 1.0 b?llii)n, iMuployer^ and employees c(mtributed $1 1/2 bil- 
licm, hut 5?5»5 bilHo?) was paiil in benefits so that thn other i^5.1) billion, 
or 50 penvnt of tlie jrrowtli was due to earnin<is and realized (*apitnl 
gains. In (he bear market of 1!)70. less than permit of the jri'owth in 
reserves was accounted for by earniufrs or capital ^rains.^ liased on the 

* Institute uf IJfi» Insuraure. Privatt- out! Ppthih* VmHim in fhi* f ttitrtl 

N7/i/c.y (NVw York: Institah* of Life Insununis IfWi). ]). VX 

' fHttrhit h^rpt^rt of Af^^iritif M of thr Priratr Wrlftfrr atttf PniMion Plan Stutfji, 
/f>7/. S*niate (V»innUtt(H* on Laihor «nil PtiWii' Welfare, fHJil Tung., first sess. 
fWashlncton: l\ Ooverament Prlatlnic Office. 1972), pp. 4-5. 

•r.S. IMmrtnient of Labor. hrgiMlatlvf* IfiMtorff of thv Welfare an<f Prnntm 
Phw»< niftvhmnrv Avt of Pm;> Wnshintftou: t*.S. Govt»nmient rriuttu); ofllc*». 

m«i).p.,'ws. 

' fHtrn'm R' port, op. rir.. p. 2^^. 

•^.Tosi'ph Talbot. "An Atinlysis of c*banfft*K In Wages and BenefltM During; 
Montlifjf Lahor /^ rfnr. .Ttnw 1070. p. 40. 

•Hnta frimi Wiilh»r W. KolodrutM^^s. "Two DccadOKof Employee-Benefit Plans, 
ia-iO^in70 : A. Review/* op. elt., p. 20. 
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actuarial assumptions uanl iti most fumled plaus, a H of 1 ixnvut 
impi-oveiuciit in tho annual investnu-nt return enables a company to 
c ut its contributions or increase benefits by 4 percent to 6 pprtvnt a 
vear.'" The state of the inv<'Stment nwrkct untloubtedly affects the 
euipioycrs ability and probably his \villin«;iu>ss U* furnislj extra 

benefits. . . . , , . . » 

.Several other factors have infiuem'ed the development of retirenient 
plans. Financial institutions played some role, initiathig new tyi>e8 of 
plans and comiM'tinfr for a lar{n>r share of tlu' friowinff pension nuirket. 
For instance, insnraiue conjpanies have Iwen ajrfrressive in selbnjr 
sijei iallv packajzed Keo^h plans. The exrlnsiou of retirement contn- 
bufions'fioni uajre ami price rontr<»ls in World War I! was a stinudus 
to the jrrowth of benefits: their inclusion under controls in 1971 and 
l\)7'2 was probably a ilamper to risinjr l)enelits and contributions." 

Overall, the picture is one of older plans, expandinjr, matin injr. aiul 
rhan}xiu«r tlieir form. lu'wcr ones bcinjj added in dilfei-ent industries 
and of dill'crent types, and the whole system surging forwai-d in one 
direction or anotfjer in reaction to economic conditions and {rovern- 
nicntal m-tions. union pres.snre. and a whole ho.st of other factoi*s. It 
is not snrprisiufT to find, therefore, that the retimnent system as it 
now stands is extremely varied as well as constantly changinjr. 

7'he Ilnrea untf the lltft'e Xofn 

Thoujrh coverajre under retirement plans has risen continuously, 
most of'"the frrowth in the sixties was the result of increased employ- 
ment ill firms that alrcadv ha<l pension plans." Penetration into new 
iiMlustries ami firms has iWen slow in the last decade, and the pi-oiior- 
tion of private wtijre and salary workers covered has leveled off. with 
half umler pension or pnifit-shariiifr plans and half outside the private 
retirement svytein. In order to undei-stand the lalior market impacts 
of retirement plans, it is vital to know who is and who is not covered— 
i»ot lithe haves and the have nots. 

In WW, i\'2 million workei-s were in firms with expenditures for eni- 
plovec retin'inent plans, but only -28 million of the.se were estimated 
to l»e covered.'" The probability of coverajje varied siftnificantly l)e- 
twcfu industries ami ditfereiit types of workers (table 2).Moi« than 
four-fifths <if workers in mininft were in firms with expenditures, com- 
pared with less than two-fiftlis of those in trade and service. Only a 
fifth of workers in firms with averaftc wages less than $2.50 iter hour 
were coveretl, compareil with four-fifths in those paying more than 
§.">. Over 80 percent of unionized, but less than half of the nonunionized 
workers are in establishments with pension plans. Nine out of 10 firms 
with more than 500 employees have private retirement expenditures 

»« ..The preHKurp on Pension Funds to Perform." Buaineaa Week, September 11. 
1072 p 02. 

" Ptirnte and Puhlie Prnnion Pfanit hi the Vnitrif Statea, op. eit, pp. l.T-l.".. 
IIarr.v E. Pavls and Arnol<l .Strasser. "Private Pension Plans. 10(10 to 1060— 
An Over%-iew." MontMu /.«lK>r Itcrlrir, July 1070. p. 40. 

" EnuTwn Bf ler, "Incldenee of Private Retirement Plans," itonfMy hnhnr Rr- 
rh-ir, viilunie 04. No. 7, July 1071. p. 37. 
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compared with less than 3 in 10 of those with under lOo emplov- 
-^nL^TI '^^^ establishments, 64 percent of the unionizod 

-^nes spend money on retirement plans compared with onlv 15) lu-nent 
Of the nonunionized ones; and amonj? workers earninff loss than 
per hour, 41 percent of those in unions compared witli onlv IS i". w t 
IXr*"^''.*''* the lower paid o,n.,l,n!cV ,f 

c?veiLd " ^ she is to W ^nsion 
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Within these broad graups, there is a great deal of variation. A sur- 
XQy by the U*S. Chamber of Commerce found that while chc average 
ivtirt'inent ^'xiH^nditurcs us n innrent of payroll varies nmvkeilTy 
niuonji: industries, the variation within iudustries was even greater 
(table 3). For every industry^ some establishments had no expendi- 
tures while others deferred an unusually large proportion of wagi*s 
iuto retirement plan contributions. For mstance, among firms in the 
transi)ortation equipment industry, 10 percent had no outlays for pri- 
vato retirement plans, 69 percent spent up to 5.0 percent of pavroll on 
plans, and 21 percent allocated an even larger proportion. On the aver- 
a^N the industries and the Brms within these industries which pay 
higher wages defer the largest proportion of payroll into retirement 
plans* but thei^e is obvi^jusly wule variation among firms. 
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lioiTivssion analysis of n*tiiu»iiuMit ^>lan l ontrihutions fen- iiulividual 
(^stabriHlnntMits suppm-ts t\\v cnwAxxsums suirjrc^strd by tlio rn)Ss->HH- 
tioiml data: larjriT, unionizcHl ami hijrh-wajrc' tinnss aiv inoiv likoly to 
han» ivtiivnuMit plans. Kornonolluv \v()rkoi*s.tIu» inriiliMu iM^f cowra^rc^ 
innvasos lt» ponvnta^i* p(iints for vmAx (hollar incivasi» in avi'iapc 
luMirly ^'arniii'Ts wUvn rstaMislinirnt sizo. nnion status, ivjrion and in* 
iliistrv aiy lontn^lliMl. Tlu» iuridiMuv nf covorajri' is ±2 poiirnt higher 
foiMinuMiixod WDi kiTS \vlu»n all olso is c ontrollod." Uuioiiization, size 
and uajri* \vvv\. aiv <ri'iu»ral!y nioiv pn ilic tivo of the im idnuo of \v- 
timni'ut plans tlum of tlie l(*vi*l of exprndltuns anu»n^pstai)lislnucMits 
with plans: in fart, unionization explains wjy little of tlio variation 
anMnijjf cnvnvd ostaMislnnrnts in thv ' vvtUvuwnt ratio**^ — tho hourly 
oxiH'uditures for private ivtirenient phnis divided l»y the averaj^e 
hourly wafjr. However, the axerajre level of earniu<£s has some impact. 
For nonotlire employees* eaeh extra dollar of averajre eaniin«;^s is asso- 
ciated with a 0.;j percent higher i-otirenieut ratio.*^ 

The eorivlaticin between ivtiivnu»nt plan eoverajje, unionization^ and 
thi» level of wap»s has highly si<xniUeant iniplieatioiis. Most workers 
outside of snuill. low-wujri* esVahlislnuents are already coveml. so that 
if the share of worker.^ rovered is to inerease, these* less allluent finns 
nui>t Ih» iHMietratc^d. Uisin^ inrome amon^ low^wa^e \v<)rke;-s will Ih' 
conducive to the growth ot coverage; but u)dess unionization expands 
into new arms. whi<'h it is not doin^at prosenr, growth will Ik» modest. 

For now and the foreseeable fiitnre. private retiivment plans will, 
tljcix'fore. iMintinne to In* eoneentrated umonjr the larjrer. unionized^ 
bi;rh-wajre firms. The half of private wajjre and salary jobs wlurh are 
not eovereil will probably renmin that way as benefits continue to im* 
prove in those establishments with plans. "I his is what o<vnn-ed over 
the sixties as the j^rowth of the retiivnjent system into new firms 
shmed. while totiil contributions rose at an accelerated iiace. As a 
result, the attnu-tiveness of jobs nnir^iiudly increased in tne eovoivd 
secttu- and declined in the uncovered scTtor, although a nunil^er of 
otlier c-hanjres al>o o<-c-urred. 

The bifnrcated developinent u{ the private retimnent <vstem raisc»s 
rritiral wc»Ifare issues. Inrome dilleri*!itia1s between in<lustries and 
worker jrroups are contimied past th(» workinjr years by the dilferen- 
tial incidence* nnd U-vel of private* retirement lK»nefits: or a hermit ively. 
.some of the dillerentials which would otlierwist» exist in the pivsent ixw 
defened until after ivtiivment. Amon^ new social .security ivjfistrants 
ajtred Trj to Tm in the fir.-t half of fiscal r.>7u. only r> perrent of nmles 
who were ccjviMrd by ^K*nsi(^n plans on their loup»>t job earneil under 
^I.^HHi annnnlly on this job. and only U\ percent between i^ljNHi and 
j^r^HHi. cnnipared with •i*.* and ill iKU-cVnt. resiuc-tively. amtuijr workers 
not covereil by plans on their lonjre>t jobs.'** The relative ju*op(»i*tions 
ni women etirni'iy: im*Uu*>^l.noo wer(» liU percent of those with roverajre 
but 77 percent (jf tliost» without. Kvvix if low-Wa^jje worker.<aiv lucky 



^MVUHinn K. ItaUi-y uihI WU^rt K. ScliwiMik. "Kinploye^r K\|M-iulltnr#*s for Prf- 
vjite Ui*t]n*iii4-iit inid IiisMriujcc I*lans/* MuvJhtif hnUur IfrvU ir. vol. t»r». No. 7, July 
11«7l\ ei>. V.I. 
lhl(l.,p.m 

'*\VjH(or W. Ko1o(lrul»H)5. T'DnniHeristlr^ of ^Vorkers With Tensjon 0»verjure 
ciu l.oiitfi-st Job: NV\v n<ti<-flHarh-«." SoHal .sVfwr//// liulhtih, vol. .^l. Xo. li. 
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niou^rh tolv rnv<McMl ]iv }H iisii>rjs. thi\v rati cxpiMl a um h Iwv.vr luMM'tit 
in thf futiiiv thnn the <-<>vcmviI worktM- who t^arns moir. One of tho 
ortVots of thv |invatt» rotircMm nt systcMu tIu»tvfon% to c^ontimiv or 
HostpoiM* rlTiM ts oi wiv^o aitlVroiitials ioto tho ivtiivment yoai-s. 

The hh*trii!ff/ of U^fnunuut 

Ttitroilurtnl anil ^IfwlniHul ar<-iinlintf ti> tlu^ spiM-ial rirnun^taiuvs 
oxistiiiir in paitirnlar imlustrii's, ami adaptnl tf> siy.c» of the estal)- 
lisiunc^nt. thi» t viM» of mviMcil workers and ntluT fm'tiivj?, ])rivato rf»tiiv- 
xwwX |Oan^ liavotakc n a ntirnlu r of dilTcTcnt forms. Two jronoral tyiH».s 
c-au W idontifio*!: First. |M nsion j^lans \v!nrh proviilo for a ddinitoly 
dotenninahlo lM»Mc»l!t |»aya]>li' for Hfo aftrr rotiivnu»nt: and ;iiM-ontl. 
^M•ofit•^•harinl^ plan ^ M?ultT whirh a ]>frrrnt of tlw lirnrs prf)fU is ctm- 
trihnttMl rnMoiallv with tlistrihution oi whatinvr funds h;iv<» aa-umu- 
lutcMl by tht' tinu' of n-tin iopnt. VvwWx sharinfr tirs n»tiri'mi»nt inronw* 
to tho *sn< i-t'ss of tlif |:rm, simv tlu» Iw'Ui'fit drpon^ls on thi* level of 
profits we ll :js th.' proportion share<U Pension pluns, on the other 
liatid. provitli' a mi>re et»rtain and scM'ure retirement in<'onie. 

Thouirh i\x\U\ o!i pnitit sharinfx retirenu»nt plans aiv not very ile- 
pendnble. it is cstiniated that then« were In'tween 7 nuUion and ^< 
million workers rovend irj in<>n,^" eonipare^l with over iil million in 
private pension plans.''* In lOfiO, hillion was eontriheted into 
pn»!it-sharinjr funds with ov^r ino eniployees, eompared with ^TJiT 
hill ion into |M'nsif>n funds of this size. Benefit payments were 
million and S;).rj:{:i million, ri speetively* while assets were Slll.fi lullion 
and $W^4 billion, respt ctively.*** In scime cases, however, workers are 
eovenul by both prn>ion ami profit-sharinjr plans. Amn*din}r a 
stirvey of a linnted numln'r of proHt-sharie*^ plans, roujrhly u third 
are in rouipanies whirh also have pension plans."** Whether this is 
valid for the univem' of prolit-sharin^ pluus is unknown. Plans with 
1 in 10 of the workt^rs eoV(»red by pi'ofit sharing provide current 
distributitm of the share: thesi» plans and their partieipants aiv not 
inehuled sononir rvtin nient or **defermP profit-sharing totals, lint 
a number of the ileferred plans roverinjr iH»rhaps a million workei*s 
also permit sonu» rash paynu^nts In^fiU'e retirement though most is 
dc»ferred. In Uiany tK»lerred plans also, the retirement In-aefit nuiy be 
paid out as amp smu at the election of the employee.^* 

lieeanse more data are available on i)cnsion plans* and because these 
cover approximately three times as many workers as profit-sharinpr 
plans, analysis of the private retirement system must necessarily focus 
on private* pensions* In most cases, this "does not make a significant 



"I>onn1il X. Murra.v. '"i^rowth of Employee Beneftt Plaas." Profit Bhnrfnff. 
vohnne 1«. Xo. Mareh lt>70. p, 7. 

*'*Hnrr.v K. Tmvis and Arnold HtraftKer. ''Private Pension Plans IMO to lOOU: 
An Dveniew/' op. rlt., p. 45. 

I'.S. r^parttnenf of l4it»or. Lal>or-Manai;fement Servloooi Admlnintration. TTc/- 
farr antl PrnM^m pfan SitntMicn (Washington: U.S. Government Printing Ofilee. 
1071). pp. 11M5. 

Ifewitt As»f>elates. "Anntinl Survey of Employer P/S Contrilmtloniu*' Profit 
ShaH^ff. voltime Ifl. Xo. 10. 0<»to|>er 1071. p. 21. 

•*nnnnar Engen. "A Xf»w Direction and Growth in Profit Sharing;** Monthly 
t4ahor Rrrhtr, volume (K>. No. 7* July 1907, p. 4. 
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difference, .since the ilefrrml pnifit -sharing pUins have jronerally simi- 
lar n*quirenients for inirticipation and (luahficaition, and end up |niv- 
iiij? roujihlv f<nuparahli» henefits* Wlieiv a distinction would l)e ivle- 
vant. the uei»<h»d data aiv seUloni availahle so that crude estimates 
must 1)0 useclr- Thcro is often no <'hoia» hut to assunu* tliat the lalwir 
market impacts of profit ^siuirinjr plans are similar to t hose of pensions* 

Pensions <-an he divided into a number of diffeivnt types accordinjr to 
the method of fundinjr^ whether the plans are Imr^rained or unilateraU 
whether they c<iver one i)r more employers, and whether they are con- 
tributory or non<*ontrihutory. 

In terms of the funtUng niethod, pensions may Ik* p ovide<l throufxh 
the punOuise of annnitii's fnan life insurance ronapanies, throujxh the 
accnnndation of rest)uri'es in a trust fund, throu#?h a combination of 
these two, or out of {jeneral ass*»ts of tlie employer, lltmjrhlv n fifth of 
all pension plans cov4»rinir over 100 enaployees are insmwf: these ac* 
count ior Is percent of aill annual contributions. Tw<i-thirds of plans 
and contributions involve trust funds. Kijrht i)eivent of the plains and 
ir> penvnt of the contributions are combinations of the insuml atul 
tnist fund methods. Only ±5 percent of all plans covering o\q** 100 
employees an» unfnndoiror *^pay-:ui-you-g(C that is^ financed i)ut of 
current n'V<»nucs, and those account tor less than 1 percent of annual 
contributions.-* Tmsii^n i)hins with less than 100 participants account 
for only a small shaiv of total coverage. **Keojrh ' plans for the self- 
employed antl their workers have expan<led rapidly, with over 130^000 
snndlpcnsion plans for the ^elf.emnlMyed in 1J)70 (in addition to a 
smaller nunibcr in the self-eniployed profit-sharing plans), yet these 
haul less than :i(WM»on participants. Most of these small plans aiv In »d 
with insurance companies.^** 

The metliod of fumling affects costs and l)enefit security sonaewhat. 
The employee in an insured plan probably has the niost certainty of 
getting an* earned l^enefit, since insurance companies make it their 
business to guarantee that funding schedules are met ; the particimnt 
in an unfmaded plan nuist depend on the continued profitability of its 
sponsor and there is little benefit security. On the other hand, the insur- 
ance approa<'h usuallv costs more for plans of e<iual sixe and offers less 
flexibility to the enapioyer than the trust fund approach, esiK'cially for 
larger plans. In terms of labor market impacts* however, there are few 
differences liet ween insured and trusteed plans.-^ 

There are some differences lietween single employer plans and those 
roverirair more than one firm. Roughly 3 out of 10 covered workers are 
in nuiltiemph»ver plans which are usually union negotiated and es|>e- 
cially important in mining- construction, wholesale and retail trade* 

* Vni\f*T th9 tenn^ the Welfare ani! Penrfon Plans n!«clo«iirp Aot. nil 
f^rrpd nn»fit sharlntr and ponf^lon plans with more than 2n partlclfmnt« niii«t file 
an Initial plan iles<Tlpt|on with the Department of T^ihor. and those with mor^ 
tbari<)0 pnrticlpantM mn«t file annual reports While the i^athepwl information 
on penj»Ion planfc has l»een extensively analyzefl little work has heen done on the 
proflt-«harinc stntif^tirH. 

^ Welfare and Pension Plan Statistics, op clt. PP- J-"- 
Donald X. Mnrray. *^Trnwth of Emloyee Benefit Plans, op. cit. p, i. 

"Donald M, MiOIU. -Ptindamentals of Private Penalons (Ilomewood. Til.: 
Richard D, Irvvln. Ino.. lfHJ4.> 
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transnortation u?ul S(»r\ iiT>'» These have been the most rapidly ifrow- 
ing plans over the last clecaile, and thev are different in that tliev offer 
some degree of portability, pemiittinff workers to move from one cov- 
ered employer to another without losiujr accunuilated credits towaixls 
a pension. Under a sinjrle emi^loyer plan with the same qualifying re- 
quirements as a nniltiemplover phuu there may be a disincentive to 
leave the firm for another job because of the potential loss of Umefits- 

Ihere may also be differences bi^tween negotiated and unilateral 
pension plans. When the union goes to the bargaining table, it sup- 
posedly rrpivsmrs tlie desires of its memlH»i>\ and the terms of the set- 
tlemetit may differ from the unilateml situation where the employer s 
concerns are probably paramount. Since 8^2 percent of unionized em- 
ployees are in finus with i-etirement plans, conqiared with onlv 44 
percent of those who are not in the unions, and three-tenths of private 
\yage and salary workers are under union i ontracts, members of collec- 
tively bargaineil plans account for roughlv 45 percent of all pension- 
covered workei-s»"^ 

A participant in a union-negotiated plan may be more likely tlian 
one in a unilateml plan to be familiar with its terms, since they must 
be collectivel\ bargained. This is especially true of an individual who 
must make contributions from his or her own pocket. A fifth of all 
single employer plans but only 1 percent of all multiemployer plans 
are contributory, and the tivnd is definitely towards noncontributory 
arrangcincnts.'-" 

Between and within these various vpos of retii-ement |)lans, there 
is a wiile divergence in the l>enefit formulas ami the level of iHwtits 
they i|roviile. as well as in the requirements for qualifii-atioiu These 
variation^; sonietinies liave inq^oitant labor market implications. 

A numl)er of <lifferent formulas are usc<l for calculatinir tlie retire- 
men t benefit. Some i)1ans pay uniform amounts to all eligible retirees^ 
For instance, the 1S>7() Bakery and (^mfi»<*tionery Workers national 
plan provided a monthly InMiefit base<l on negotiated emplo>i»r c^mtri- 
butions and not the participants years of service (past vesting) or 
earnings. In such plans where thi^ collective bargaining agm»- 
ment requires a ^2Ai) W(H»kly c-ontribution i)er emjiloyee. the 
biMiefit upon normal retir<»nient would be .^V) innnthlv. wluitevt»r the 
mmmr or yi»ni*s of service over l\V'* Tniform l)enefit plans teinl to aid 
the lower income workers: they twy usually fouml in nuiltiemployer 
plans* mosi often in low-wage iudtistries where wage scales aiv 
compicssecl. 

Most plans. howevc»r. take some account of the leiiLrth of service, 
even if tbey do not varv the benefit by the level of earnitiifs. As an 
exaiMplis the Melville Shoe Corp. s ll)7n plan paid a retrnlar retire- 

^ Harry K. DnvN and An\<M Strnsw»r. -Prlvflte renwlon Plnn« imio to IfHWl: 
An Overview." op. clf .. p. 40. 

^Ks^tintato of privato wajre anil snlary work^rfi lUHler ^olloptivolv l»arjrained 
atrr#>enH»!its iiroVid^Ml l».r the Buroan of Lahor Statistics. T\S. Dopartment of 
T*alw>r. 

Harry K. Davis and Arnold StrassiT. *Trlvate Tension Plnns 1000 to IMO: 
An Ov/*rvI«nv." op. elt.. p. 40. 

^"l^.S. I>«»f«irt!!iHit of Labor. Difirnf of SSrfrrff^t pniHim Plaiift. mo Eftithw 
( Washinirton : Government Printing Office. 1071), p. 3). 
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mont benefit of $2 per month tiuu\s the yeai^s of service. Whatever the 
levol of eairninjxs, an employee with ti5 years of service wouhl rweivc 
$50 monthly while one with ♦iO yp:u^ of service would receive $G0.^*' 

A ileclininjs numlnM- of phuis oaloulato the retirement lu^nelit as a 
l>rre4»ntaj?e of the avcnajie earniny:^ over the workc»r s <'areer, usually 
nl-^eonsitlerin^r yeni-sof stM-vii-e. The 1J)7() Tnicm CarbiUe Corp. plan 
with the maehinists paid the jrmiter of l.l percent of avcraj^e niontlilv 
eaniin}j:s, times years of Si^rvife, or tinics years of jsorvice jiiiis lu 
p(»reent of avc'ram* njonthly <'arninirs. 

A fourth type of Ijouclit fonuula is Imscul on avemjxe monthlv 
earnin;rs In tlu^ last 5 or 1(» years or durinjr some i)erio<l of lujrher 
earniiijxs (thouirh h^njxth of service may also he considered)* This 
'•terminal earnin^rs*' fonuula will pay nmre to the worker whose in- 
t jMue lias ris^'U mpitlly^antl it atr<n-dss(aue proteition amiinst inflation, 
siiu-e thi' wn«re liase for heiu»iits will usually rise with liviuir costs. The 
lt>70 Xcw York Times- Newspaper ( tuild noncontrihutory retireuu»nt 
plan had a fonuula of this sort which paiil 0,85 percent of averajre 
nionthly c»arninjrs in tije 10 yeai*s prior to retimnent, times the ;-ears 
of s(»rviiM\ A wea ker with ^5 years of service earuinjr lifetime average 
iiH'imie of $4.H)0, winch luH IhVu jrrow injr at 4 percent amnudlv, wouhl 
receive i^iWu compared with s?l*20 for one with 30 yeai« of service and 
the same nvi rajn' lifetinu? incon»e.^- 

In addition to these distinc^t types of formulas, there ai-e many plans 
which combine these approaches, for instance, offering a minimum 
jruaranteed lHMu?fit plus a paiyment based on earninjjs nmltiplied bv 
the years of s<m'\ ice. And, thoujrh profit -sharinjr plans have no definite 
imyment foriimlas, they usmiUy accunmlate funds for each worker 
viwh year basc<l on the lenjrth of service and sometimes on the level of 
employee earninjrs. The lonjrer service worker and the higher paid 
employee usmilly re<'eive larjrer shares of the accumulated fund. 

These various Ix^riefit formulas might have different impacts on 
lalmr nuirkc^t l)ehavior in addition to the fact that they produce widely 
varyinfT average Wnefits. Profit-sharing nuiy afiect tl/e level of proiluc- 
tivity since the ultimate Iw^nefit depends on employer profits. Under 
pension ]>lans, miiform l)enefits will 1)C attractive to workei-s with 
lower earnings, perhaps providing them a greater inducement to stay 
with the couipany. To the extent that benefit formulas reward lengthy 
service, thetv will txUo l>e an incentive for employees to hang on as 
lonjT as possible. This will lie esi>ecially true in plans with tenuinal 
rather than c areer eamings formulas^ since the worker will want to get 
the highest final income. 

Rerause of these potentially varying impacts, it is worthwliile to get 
scnne i<lca of tlu* frecpiency of these tvpes of benefit formulas. In 1960, 
half of <'ov*M(»<l workers w<»i-e eligible for benefits based on earnings, 
nu>st: often final earnings (table 4). Multiemplover plans were much 
more likely to be based on service or else to provide a flat-rate Ix'uefit, 
Salaried employees were usually covered by earnings-ba.sed formulas, 
which is perhaps related to their frequently wider variation in income 
than hourly employees. 

**ibicl.. p. 137. 
'"IbidM p. 201. 
'•IWUm p. 151. 
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Otlior ihxUx imlicato tlmt only a wvy snuill proportion of |>lnns nmko 
no allowanco for hMijrth of «orvur, Tlu^iv is u (ontinninjj trond toward 
tlie elimination of anv linnts on the porioil of stM vitv which c-an be 
roco-rnized in clettM-nuiiinir htMu^tits. 'I luis. tluMV is usually a sabstun- 
tial rovvard ft)r lonjr touure. *rius is lu ifihtyuod by icnuinal oaniin^^ 
IkMieiit fornmlas* iHu-ause each year ot additional service not only in- 
rreases th(» employee s len«rth of scM-viee, but also Ui-ually in<:reases his 
terminal eurniutrs. As an avera}ro for all pensiouMOVc^HMl workers in 
WnWK inelmliufx the *J7 percent under teruuuul earuinjrs fonnulas* it is 
estinmted that the individual with 10 years of scm vice and career aver- 
ajro earniufrs of $4.S(io. wcmld have a tiual salary of $r»,(;w (on the 
assumption of a 4-penent annual salary pH)Wth) and would ivceivp 
oulv r}'27 monthlv ai i i)rdin«r to the tiM lu^of tin* averajro plan, A worker 
witli yeai-s o^ servii c Jul the same averajre canM^r earnin^js would 
have terminal earninjrs of .rSJMio, resultinjr in a biMu»lit of ^Ho m<mthly 
uniler fornudas existiufx in 1SM50."* 

.V tual <lata on new nude social security l)eMeficiariea receiviufr pii- 
vace iH»nsions in l{H»S)-70 testify to the iHUefits from lonpM- 
tenure. Auion^r those with final ejirinnjrs on their last job of $6*(K)0 to 
>;7/.>90* the nunlian nmnthly pension pc*r year of service was $4,tU) for 
thost* with U^ss than 20 years stnrice. $4.A() for those with U»tween 20 
and •24* $4,5)5 for tia to 20, and $5,65 for tliose with 30 to 34.^^ In other 
woixls, the retin^ment benetit increased more than proiKjrtionately with 
eac'h vear of si»rvice. 

Wliile this InMu^fit structure nuiy provide an incentive for longer 
tenure, it is not without justitication from an actuarial point of view. 
If < ontributi(ms to ivtirement plans are viewed as a deferred wacc, the 
hMijrer service employee has more years of deferrals, and deierrals 
from early periods eompound in the pension trust for a lonfrer time. 
As a hypothetical example^ a worker with career average earnings of 
$6,000 over 25 years of service (assuming a 4-percent per year inci'ease 
in salary) w^ill'have accumulated $2*298 at the end of 25 years if 1 per- 
c(vnt of' his or her salary is saved each year and earns 3,5-percent 
interest. Another employee who is hired at the same salary level the 
aliove worker has achieved after 15 years, and who retires at the same 
time after 10 years seirice^ will have accunudated $80ft if there is 
1-pei-cent deferral earning ^5.5 percent annually. The long-service ein- 
ployee onn W i)rovided a l)etiefit 2.57 tinges that of the shorter service 
one : or put in another wav, the aceunndation per year of service for the 
25«year num is $01.94 com'paml with $80.31 for the 10-year worker. One 
nuist^ therefo!'e, be very careful in drawing inferences. Because benefit 
formulas reward long sen'iee does not mean that employers are con- 
sciously using these as a means to retain their work force ; the decision 
in many cases may be simply based on equity considerations* 

Kankern Truf»t Co.. 1970 fifudu of Induntriaf Rettretmnt Pfnn$ (New York : 
R»nkerM Trust Co.* 1070), pp. 

Arnold Strasnen 'Tension Formulas Summarization : An Emerging Research 
Ttx hnlqne. ' ifonthty Labor Rrvieit, April 1971, pp. na-M. 

^ Walter W. Kolodrubetss. **Private Retirement Benefits and Relationship to 
Earnings : Sarvey of New Benefldarlea/* Social Security Bulletin, vol. No. S, 
May 1973, p. 26. 



The 1.^ tu l of Itf'ih'pfs 

It is a roasoiuiMo nssunii»tion tliat— all rise Ikmu^t oijunl — tho larjror 
tho rotiiviiHMit bonotit. tlu' mow iiil!urn<-(» it will havo (m tlu» work- 
relatcHl clori>ion? nf c»iuploy»»r.s. rinM'o is im^riuliMo variation in tin* 
lovol of lHMh»Hts mulor jKMislnn iv.ul profit -sharinir plans. Kor instances 
tho lUTo IloilorniakiM's* national plan proviihul >?:>7i> nioJithly to n 
workor witli vtvirs siM-viir and a carcHM- avc»ratro intont^* of only 
$|>uo: for ymirs nf si»rvifo it was s>[r>r^ tlionirlu of roni*Si\ most 
workers with this trntun* wonhl have* hi^luM- avrraa'i* annual earninjrs,'*' 
At tlu' opposite o\triMni\ till* Ui^^rlow-Sanfcjr<K In<\. ])lan ni^^ufotiatcMl 
with thi» IVxtilo WorktMs rninn provitlnl only 5?ln aftor 'i^ y(»ars of 
siM-virc^ aiitl s}.'i aftiM- • In tho first fasi\ tlu»'privatc» piMision U»n<»fit 
ronihiniMl with snt-ial scfurity wnoM provide a ronifortaMe livinirund 
a niraninirftil optif^n to rontinncHl work int*)tho lat(M'y(»ars: in tlio sor- 
orul i-aso. the piMisitai wouM provith* o?dy the harest supplement to 
snrial seiMirity ahuu\ »HM-taiuly not sonu»thinjr to look forward to with 
<»Teat antiiMpMtinn at th<» end of a lon^r work eareer. 

As indii atcMh estiniatc»s l>ased on VM\U ])ensiou plan j^rovisions sutr- 
irested that the **typiear' worker with Jin year< of sei viee and career 
averajri' earnin^ufs of ^^Lsoo. t-ould cwpeet to ree(»ive j>14o monthly luah^r 
tlu» averaire pension plan (table TO. * There were, liow(»ver. sifrnifirant 
ditiereni'es anion^r industries, with tlie average for mininji imlustry 
plans lM«inji* ntdy s^IUl. wliile in tlnant-c*. insurance* and real estate, it 
was ^^IT"^. Since avc»ra«ro earnin<»s also vary nuirkedly lM»tw(»eM these 
industries, and since half of all workei*s have UMiefits Imsed on earn- 
iuiT^. the actual hen<*Hts paid under tin* jjlans of <lifhM-ent imhistries 
aiv even mob* widc*ly ihspers(»d than the estinmtes for a ^'typical** 
worker. Xot only hecause the nension henefitsare nu)i-e lil)ernlJ)Ut also 
lK»eausi» the eaniinjrs on whic^h tliey are has(»<l are likely to 1k» hiirher. 
the individual who is eniploye<l in* durable numufaetiu'infr* where the 
iiverajjn* weekly earninjrs were $1 W in VMWK coidcl expect a larf^er pen- 
sion than the workc»r in the wholesale and retail trades wlieiv tlie 
uverajze wajfes were. $1)1. "^' 



nif/r.st of Srfcrti fl Pmsiun /VfOM. op. fit-, p. 57. 

Il.hl.. p. 33. 

HhipiufnHi-nt and Kamint/ft, vol, 10. Xo. 7. January 1070. p. VSl 
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Tablk a.—i^^^thffatrs hasfit on /.%V> pefhsion plan pronsioini .\inj4jes(t^l 
that flu ''fjiplcar worker w!th 30 yearns of service and career areraae 
rarnlntjii of could expect to receive SI 40 monthln binder the 

average ptuslon plan 
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.^iiunv Am-; I ST v<- r. "I'lMisinn KormuU SumiuiirUatloii: An Emfrj!iii>; T.^htilumv" Monfhty Lab'tr 



But tlH if ait* Hiually wide variations ainonjr plans within tlmso 
l)n)a(l inthnti V irrotipinfrs* For instaiu-t'. in the nom-lVctriral nuirhin<»ry 
inilustrw tin- it*7«> ( at pillar Trartor-Autoinohile Workeis plan pai<l 
WW I'stiinntril 5^17^ niouthiy to the worker with yeai-s of stMTioe 
ntul ran-er uverajr<' earninjrs of ^s4.S(M\ More typical is the 1U7<) Inter- 
national Ilarvester-Autoniohile Workers plan paying $141 to a similar 
wcirker: wiiih' at the lower eml, the Metal Workinjr and Kepair Sn^rv- 
ii-e Industries-Machinists national plan paid onlv $110, »® Amonj? plans 
iti tlie food and kindn'd products industry, the Hrewei^ Hoai-d of 
Traile^ New York City-Teamsters VMk) pension pi'oyided $17.") for the 
worker witli vrairs service and career averajrt' earnin<rs of ,S4*no(): the 
Amour ( o.-Nleat Cuttei-s idan provided 1*5125. the CaniplH-ll Soup- 
Meat Cutters and the iJakery & Confectionery Workers national 
plan only s;>o.*** 

Anionji: priitit-sharinjx plans, there is also a wide dispersion in bene- 
tUs. Tln»rc» nre stories of low-income, lonjr-service employees wlio have 
retired with accounts valued in the hundreds of thousands of dollars 
lirovidin«r life •imuities of more than si;iO.OO<V* Data from a samp1t» 
of protit-shai in^r plans in 1909 indicate that the older ones pay more 

fiifh xt uf Sf!»ct9ti PniKhn PIhhm, lUlO edition, op. cit, 
IhUl 

"FaniUy Firm Expands," Profit Sharing, vol. 19, No. 6, June 1971« p. 14. 
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huTutivo honofits than most pension plans* but the now onos vawly 
do (table 6). 



Tari.k 6, — Data from o sample of jyroftt-'^harhxf! pi am in Jf)fiO hulicafe 
that the ohh r onvsi pa;/ out morp. hfn*af!i*e hrm fffi thtin fvo^t ppmion 
plam^ hut the new om rarely do 



War pUm Marte*! 


NumbiT of 


Avotnw annual 

lif»» annuity 
couM bo provided 
from th»» 

I>roftt shan* 


i%r> to lOfiS 




15 


$201 






2.' 


:^04 






4S 




IftaO tn l{^n4 




52 


2, 202 


1945 to 1940 


: 


7 


5, 240 


1040 to 1044 




29 


4,144 


Bfforo 1040 




4 


9. 672 



?i<mrtx»- "rrofit 5harlnfr l)Utri»)Utlo»L<! at Rotlroinmt Survej?/* Profit Shutlno^ vol. V\ No. 2» Fo!)- 
ruarj. l.ci, p. 7, 



^ >roro comprohi»n?:ivo social isocm ity data niv available on actnal pen- 
sion and profit-sharinjr annnity payments to OASDI lienefioiaries; al- 
most all Workers covered by private retirement y^lanf? are als^o covei*ed 
by social f^ecnrity ?o that the data are inclnjsjve. The lOGS survey of the 
aired indicated that married conple<? receivin<r private pensions pot a 
median annual I^enefit of ?072* compared with S8fil for nomnarried 
women. Over a fifth of all lieneficiaries received les<? than $500 an- 
nually, and an equal percentajGre more than $2,000/- The?e fijjures 
apply to all ajsed henefi^-iaries. but those who are retirinir currently arc 
petting much more. Amonp new social security registrants, who arc 
almost all aped C2 through fir>. male private pension beiu^ficiaries re- 
ceived a median of $2*080 from this source in 1900-70. and females 
$970. Tlie level for each recipient is of course dependent on previous 
eaminff'^^ and years of sen'ice. For the new male heneficinries with less 
than 20 vears of service, the median annual henefit was onlv f^iidO com- 
pared with $1,470 for those with 20 to 24, $L840 for those with 25 to 29, 
$2,400 for those with HO to and $2,870 for those with 35 to .*in years. 
Alternatively* the med?an I)enefit amonp workers with 25 to 2n*years 
of service was $1*490 for those with a final income of under $6*000, 
$1,590 for those earning $6,000 to $7,909, $1,750 for those with $8,000 
to $9*990, and $2,480 for those with $10,000 or more earnings.*' 



•* Patience I^nurlat and William Babin, "Men Who Claim Benefits Before Au^ 
a': From the Survey of New BeneficiarleH/* 19C8. Social f:ccuriiv 

DuUetin. November 1970. p. 20. 

Walter W. Kolodmbetz, "Private Retirement Benefits and Belationship to 
Earnings : Survey of New Beneficiaries/* op dt, pp. 20-27. 
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Co^iftifloM for Qwflification 

The coiulitions whicli must be met to qualify for a rotireiuent biMiofit 
to a hirjje extent iletermine the ])lan s lal)or market impart Oftoiu a new 
employee must work for a trial period or nau«t attain some miniunim 
ajjo befoiv bi^jrinninjr to participate in a plan; the i)ensf;ion or protit- 
$:harin<nr plan oonM have no effect during this period^ and i>erhaps even 
a nejtative one if wa^res in the Hm weit* below what they would oe with- 
out a plan. To receive a full pension, most plans miiiire .some stated 
number of years of participation* A worker who is close to attaining 
the required tenuie may be reluctant to change jobs and lose his or 
her benefit. Most plans have '•ve?tinff*' provisions which fruarantee a 
worker with a piven lenprth of service a pensit)n when he ivaches early 
or normal retirement ape, even if he leaves the plan before that time. 
The presence of an early ve?tin<j provision nmy also nullify .*ome of 
the nejr*itive impact the pension may have on labor mobility. Because 
of these possible consequences, partiVxpation, service, and vesting: pi^o- 
vis^ions are an important aspect of private retirement plans. Theiv is 
wide diversity in these provisions. In some plans^ a worker may have 
to Ik* IM) years old and have 5 yeare- service i>efore he can participate. 
He inav not he elijrible for a pension nnle^ss he works until a^re fi^ with 
the sarne employer. Overall, however, there has been a very sij3;nifiiant 
trend toward tlie elimination of participation requirements, a lil)eral- 
ixatioii of the service requirements for normal retirement, and the 
a(ltipticm of earlier vesting provisions, so that workers now rovered by 
the private retirement sykem are much more likely to receive a pen- 
sion or profit-sharing annuity in the future than covered workei's in 
the past. 

In 1960. 45 i)ercent of private pension plans accountinjr for 2*2 i^er- 
cent of all covered workers, had participation requirements. More than 
half of these required some minimum aj^e and service combination, 
most frequently, ape 25 with 1 year of service or ape 30 w ith 1. 3, or 
5 years of service.** The important point, however, is that roughly 
four-fifths of all covered workers in 1969 were in plans where covenige 
beranu* effective immediately, with cre<lits accumulated toward a 
retirement l)enefit from the first day of work. 

According to the 1969 plans. 8 out of 10 workers had to achieve some 
minimum level of service before they could qualify for retirement 
benefits, and 94 percent had to attain some specified normal retirement 
age. An estimated 72 percent of covered workers were in plans that 
Twrmitted participants to retire after 15 years of service or less, pro- 
vided thev also met the age test: 60 percent could retire with only 10 
vears of service, and a fourth with fewer than 5 yeai*s. Only 6 percent 
of all workers were covered by plans with service requirements alone, 
which permitted retirement at any age with full l)enefits once the 
stipulated tenure had been achieved.** 



^n3?rV^R and Arnold Strasser. "Private Pension Plans 10«M50: An 

Overview;* op. clt.. p. 48. 
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Vostiiiff provisions wliich are fouml in plans covering 77 wrwnt of 
all workers, are generally of two tyj)es: full or graded. Under full 
vesting, the worker is guaranteed a full benefit ui>on reaching normal 
i*eti lament age basi^d on the formula in existence at the time lie or she 
fievei*s employment and the service and earnings level .he or she 
achieved at the time of termination. Under gnuled vesting, tlu* partic- 
ipant is promised only a iiei-centage of tlie full benefit, for instance^ ftO 

STceiit after ir> years and 10 percent more each year thereafter up to 
ill vesting after 20 yeai'S. Graded vesting fonuulas cover only 1 in 
li\ workei-s witli vesting, but this approach is contained in most con* 
gressioiial pension refoi'm proposals as a minimum vesting ivqnirc^- 
ments* At i)resent. however, a W(M'ker must tisually have lietween 5 ami 
1.^ veal's of service aiul liave attained some stated age liefoi'e leaving a 
plan in order to qtuilify for anv benefit; after tnis time, he or she 
qtialifies for the full benefit based on accumulated j 'Hts of service and 
earnir.cs, payable at the normal retirement age. In 1969, 46 i>ercent of 
all workers in plans with vesting provisions were guaranteed accrued 
Wnefits after 10 years or less service; 39 percent were vested with be- 
tween 11 and 15 years of service (table 7). 



2S 

Data for the largest and usually trend-setting plans suggest that 
sinviiv miuironu'uts arc Ix^ing reiluood for vesting, and age miuire- 
nients are luring eliiuinat. ch Among the phins bargained nationally 
by unions* s*2 pennant hati srrviiv and age re^iuirenients in 10(55» but 
oiily TmJ lH»riH»nt in H>7<K The l>n>pnrt iua without age requirements and 
oidy a 10-year service requirement inci'eased from 10 jiercent of the 
totail in VMuf to IM percent in 1\HVX Similar trends occurred among 
plans e.^tablishcd unilaterally by indivichial employers.*"* These 
changes mean that tmlav'S coverecf worker doi»s not luive to stay with 
a s^intrle employer as long as in the past in order to qualify for future 
biMidits. 

Profit-sharing phins iwually have more stringent partici|)ation re* 
quircments but na>re lil)eral vesting provisions than pension plans* 
Accordhig to a 1008 survey by the Council of Profit Sharing In* 
dustriis, ifu]y a fifth o( plans Wd s^M vice mjuiivments of less than 
1 year, with most retjuiring 1 to 10 years employment before partici- 
pation. On the other hamh 75 percent of all plans vested fully after 
io yi»ars participation or less.*^ 

7* he Thninf/ of KetlrenK^fU 

1 o tlie degive the availability of a pen.^ion or profit-sharing annuity 
influences tlie retirement decision of the older worker, the provisions 
of pcnsitm phms governing the time bimefits will b(»come available 
atv amcaig their must imptntant features. All pians have a ^^normal 
retirement age" when full lienefits can be rc»ceived provided service 
and titlicr requirements are met. In 1069, two-thirds of all covered 
workers were in plans that had a normal retirement age of 65, a 
fourth were in plans i>ermittin^ normal retirement at age 64 or less, 
and K\ percent had no age requirement at all (table 8), 



I tankers Trust Compjiny. /.'CO ^itudy of InduHirial ReUrcmcut PtaM, op. clt. 
IK 11. 

*M)ouald X, Murray* ''Latest Trends— EUgtbUity and Vestlnff/* mimeograpbedt 
inTO. 
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Tlnvo-fifths of nil rovorcd workei-s aiv subject to provii^ious wliit'li 
rcMpnre ivthvmeut at or ixtU'V the normal retirement ajre. In 1070, M 
IHMoent of eovennl workei's \vei*c in plans with *Vonipulsory** retire- 
ment provisions wliieli requircnl the employer s appmval for eontinued 
work past a stipulated ajre* usually <m; if iHM-eent Wi»iv in phms with 
automatic* ivtirement provisions whieh proliibited work past a stipu- 
hited ajre. usually several yeai-s aifter the normal retirement a^re; and 
7 percent were in plans with Inrth compulsory and automatic 
provisions/** 

A majority of phuis iHM*mit retirement l)efore the nonnal ajre with 
an innnediate but usually nnluced lifetinu* Wnetit. In I'^i^iK ^7 |>ercent 
of all pension-i'oveml workers were in plans with sonu» type of early 
retirement provision (table 0). Three-fifths of tluw workers coulil 
rluKise to defer tlieir numthlv benefit until the normal retiivment ajre, 
hut tlu» renuiiuder weiv in plans only payinjr the Ix^netit inuuediately. 
For all but i\ i>ercent of the covered workei'S, the early ntirement 
K'tielit was U»ss timn ix nonnal retirement benefit for the same servic*e 
and earninjrs, reflei^tinfr the fact that it would have to Ih» paiti for more 
years with fewer in which contributions could Ik» made md could earn 
intc»rest, tluis »ncivasin}r eosts to the employer. In half the cases wlu»re 
tlu» iHMiefit was minced, the reduction roujrhly eiiualed the ^actuarial 
e4|uivalent/* i.e., the reduction was such that employers contributions 
an<l costs would Ih» the same as for nonnal retirement: but in the other 
half the reduction was less thain this anu>unt« making it more attractive 
for the euiployee to retire early but also nnikin^ it more ex|H»nsive for 
the employer/*^ There is apparently a tivnd toward the lattc»r ty|)(» of 
early n»tirement fonnulas. In l«7()/47 percent of theunilatcrally*estab- 
lished company pension plans surveyed bv the Bankers Trust Com- 
pany paid uiore than the aetuarial equivafent compared with onlv 10 
percent in 1965**^ 



^-SiwH-lul tuhiilation of iH*iHion plan data. Hurcau of LaUir StntUth*}^. r.S. 
Iiefinrtaient of Latmn 

"•irarry K. bavis and Arnold ^4tm«^•or. "Private Pennion PIhih. llMJo to vm: 
An i h ervimv." op. Ht.. pp. T%*2-TC\, 

Rank<*rH Trust Compnny, 1970 SMtf of hulufttrM Rctirmif iit o\k cit., 

p. 17* 
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About 17 pcrcont of all covi>ml workers were in plans with special 
carlv retirement provisions in 10(59. These are particularly i)revalent 
in the plans negotiated hy the steel workers, automobile workers and 
nibber workei-s." Initiated to pi-otect workers from technolofrical 
ohanffc and layoffs jreuerally. spi'cial early i-etireniont provisions offer 
benefits to older workei-s who aiv pennanently laid off by the em- 
ployer before reachinjc normal ret irement ajre. Tl'iese provisions usnall v 
provide more than the normal retirement benefit, at least until normal 
retirement aire or the time of qualification for social securitv. In the 
1070 Ford ^lotor Company— Automobile "Workere plan, for example, 
the worker who is laid off at ajre 55 with 10 veai-s of service will {let his 
normal benefit pins $6 monthly per year of service until elijrible for 
unreduced social security lienefits of at least $400 per month until 
ajre 65." Retirinff a worker in this way is expensive, and neither the 
siiecial provisions nor theii use have expanded much over the last dec- 
ade (see table 34). 

Sei vicc ref|uirements connected with earlv and special earlv retire- 
ment provisions also affect the a^re at which workers can n>tire. For 
instance, the worker who is hired at aiee 48 is not elifrible for earlv i-e- 
tirement at age 62 in a plan with a 15-year service requirement.'The 
most frequent service requirement for special and early retirement is 
10 years, with 15 years almost as common (see table 0) . 

The age and service requirements which determine the availabilitv 
of retirement benefit payments have an obviously sifmificant impact 
on the timing of retirement. As these change, so does the impact of 
pension nnd i>rofit-shanng plans on retirement patterns. To the extent 
that early retii-ement lienefits are improved and terms liberalized, more 
workers may choose this route. Where there are a number of workers 
who are eligible for normal, early, or special retirement, jobs may be 
opened in slack labor markets by easing these workers into retirement. 
Compulsory and automatic retirement provisions to a large extent de- 
termme how long employees can continue on the jol>. The.«!e and other 
retirement nlan impacts are a significant factor in determining the 
labor force behavior of older workers. 

The Maturation of Retirement Plans 

The pri\*ate i-etirement system is constantly changing, with increas- 
ing benefit levels, liberalizing eligibility criteria, and consequently 
nsing costs. It is vital to understand the past and present trends in 
development in order to predict future impacts. 

Over the last decade, approximntelv nine-tenths of the growtli in 
coverage has come from the expansion of existing plans." The changes 
in tiip system therefore reflect the maturation and development of in- 
divuliinl plans. Most of them go through the same aging process. At 
the outset, moflest lM»nefits are promised to the work force, usually in- 
cluding some proportion who are nearing retirement age and 'who 

"TTnrry E. Davis ntid Arnold Strascer. "Prlvnte PonKion Plans. IMO-ao* \n 
f )vofrl«'«-." np. rit.. p. 

" rHirest of SPlpotPd Pension Plnns. 1070 Edition, op rtt.. p. «.«!. 

"TTnrry P. PovIb. "The Orowth of Bpneflts In n Cohort of Ponsinn Plans." 
Mmthlii Lahw Itrvlrtr. vol. 94, Xo. r,. 
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will participato for \ • v sliort while. Aniuml contributions :uv nuule 
into a fiin<l from WiiicK rotimnoiit benefits are paid Ideally, these 
contributions will bo aUeqnato to meet all aceruinfr liabilities, i.e.. to 
cover the cost of providinjr stipulated benefits in the future for all 
workers currently accuinuhitin«r c'lvdits toward a pension, as well as 
to meet past servire liabilities, \a\, UMietits for ycai.s of work bvfore 
the initiation of the plaiu All but :> percent of private pension plans 
with 25 or more participants are ^'funded," that is, contributions are 
made each year to accumulate resen-es ratlier than to merely pay cur- 
rent benefits. But firms vary in their funding JToals, with some aiminj? 
to accumulate enough money over a 25 year period to meet all j^ast 
service as well as currently accruing liabilities, while other finns just 
meet the Internal Revenue Service reouiivment of paying interest on 
past service liabilities wliile covering all those curi^ently accruing. The 
general pattern, however, is to accumulate substantial reserves in the 
early yeai's of the plan when only a few eligible workers are retiring 
ancriHMietit payments arc low. 

As the years pas*<, more and more of the workers who were with the 
plan at its inception reach retirement age, and benefit mynients in* 
(Tease relative to contributions. But a reserve has usually lx»en acrunui- 
lated, and its earnings supplement employer payments^ so^ that the 
fnml continues to grow. At some point, as past service liabilities are 
reduced, the benefits of the i>lan are usually liheralixed to Keep pace 
witli the rising (»ost of living and benefit increases of competiuff plana: 
the cost?i are, then»fore, increa.sed. The higher l)enefits are usually cx- 
tcn<led to workers nearing retirement age, and sometimes even to re- 
tirees, and this increases the past service liability since contributions 
imve not yet been made to meet these extra costs. There may he a con- 
tinuing trend of benefit increases, so that past service liabilities never 
disappear, l)ut generally, the percentage of liabilities which are funded 
grows over time. Eventually, an equilibrium may be reached where 
contributions and the farninns of the accumulated fund balance bene- 
fit payment outflows, and where the reserve is large enough to meet 
all accrued liabilities. Evidence indicates that most plans over 10 years 
of acre are fully funded, and that younger ones are moving in that 
diroction.** ^ , . 

Tn some ca.se.s, however, most often in "mature'^ plans in declining 
industries, Ijenefits are increased and past service liabilities are in- 
curred where the employei'S do not or are not able to raise current con- 
tributions enough to cover the costs. The classic example is the railroad 
industry, wliose pension plan is somewhat unique in that it is circum- 
scribed by Federal lecislarion. but whose nnde lying conditions tyi)ify 
those in other declining industries. Though the Railroad Retirement 
Fund 1ms ov^t $f) billion in accumulated reserves, it is expected to 
nm out of nionev by lOSS.*^ This will occur because promised lienefits 
exceed proiecterl iwitributions and earnings plus the resen-es. Between 
1050 and 1071, railroad employment declined from 1.4 million to fill.- 
000, while the nnmiicr of pension beneficiaries rose from 4C1,000 to 



»♦ Fmnk L. OrJfRn and Cbarlo« L. TrowbrldRe. Status of Fmmnfi Vmlrr Private 
Pf-n/iion Plans fHomewood. IlUnois: Richard !>. Trtrln. Inc.* 19«0). p. 50. 

Ro»>ert J. SamtielHon. '*Ra!lroad Retirement Syntem In Trouble.** the WaHh' 
inffton Post, Aug. 19, 1072, p. D7. 
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\m\v\y 1 million, Inrmiscs in IxMV^fitHof 10 |HMi'ont in 1070 and ir> por. 
iyut in 1071 woi-o ndoptod for all InMu^firiariosJiut tlu^ro was no<*han^' 
in the conti ihntion levoU sin<'e niilmmls <»onM nut afford it and since 
tlio nnnilHM- of woikei-s por retiiw lind doflinrd to the point whore the 
work foryi» was unahle to pay for tlu» adtlecl iHMJofit throu}rh deferred 
wajres. Tnloss rhanjies are iiuule in tho system, the Uaih-oad Ketire- 
ment {^inunissiou estinuites that (even if there are no further l)enefit 
inrreaj^s) ivooints into the fund will Ih» less than dishursementfi in 
11>7*1, and the ditTerenee will increase nipidly as nuire workers retire, 
Eventnnlly, the f mid will lie drawn down/'« 

In most rases where there is a prec'ipitons decline in an in<histry's 
work forc e, a rediu tion in the nnnilMM* of firms, a rise* in its averajre 
airts and an increase in the nunjlnM'of InMieficiaries, fiension plans are 
put nndei* stress which is ajrcrravated hv ?)ressnre for more adecpiate 
Ijenefits to keep up with the risinj; cost of livinjr. Wherever such condi- 
ticns prevaiU as in the Studehakc»r shutdown in 1054,*^^ and the coal 
niiners and railroad retiivmont funds today, pension prohlemscan he 
extH*cted/'*^ 

C)n the whole, however, most iieusion plans havt* more healthy 
nKitiuatinn. Over the sixties, the systcni ais a whole moved townrll 
fuller fuTulinp and ffi-eater lienefit security, coverage trnnv rapidly, 
l>enefits increased even moi-e, and the terms an<l conditions of plans 
woro siirniHi*antly liU»raliw<L 

Anionjr lu ivate i^ension plans in existence in l)oth VMVI and inoo, 
there h:n c heen a numl)erof suhstantial chanjircs: 

( 1 ) The proportion /)f coyere<l workers in plans with ajre or s<»rvice 
reciuii-eUionts for parti^'ipation def lined from 20 to 22 i>er<*e^^t. 

(2) In lWi± only 1 out of 10 workers < ould ivtire with n full In^nefit 
lH»foi-e aire By inftft, 3 out of 10 covcMvd workers were tn plans with 
tt no?-nia1 retii'cnient ajre l)elow 05, 

(ti) Over this |)eriod, the ntmiln^r of plans with terminal earnincrs 
fornnilas for calculatinjr In^nefits incivascnl, coveriufj a fourth of all 
work<Ms in 1002, hut ronjrhly a tlurd in 1060. 

(4) Tluve out of four workers wei'e in jilans with some type of 
vest in*! provision in the latter year, compariul with thrw out of five 
in the fonner. 

iT%) Karly i-etireuicnt i)rovisions cov(M*ed fi7 percent of workers in 
lOfiOeompared with 77 |H»n'ent in 10fi2. 

(fi) Thc»re wns souie liljeralization of special <»arlv n*tirement bene- 
fits, 'reiHMally raisinjr the payment up to the level which would Im 
ivccMved at normal retii'ement with so<Mal security.^* 

Theiu* is no assumiice that thesi* trends will continue at the same 
pace over the 1070*8. Special <»arlv retirement provisions, which were 
added to many plans in the late fifties and early sixties, accounted for 
the <anH» iMM cefitaire of covered workers in 10f>0 as in 1062. Other types 
of l)enefits, such as cost-of-living escalators, may catch on and become 



Thill. 

r^'«lrt*al Iff i)tHnram*n of PHrntr P^iinhii VianM. tleaHnfTH liefore Setinte Cam* 
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nuMv iinpoitant than ti»nuin:il rnrniujirs fonuulns. lint tlio thrust will 
tuuitnihtodly l^e towunl proviilinjr a InrjiiM- rrtiriMueut hiMirtit with 
jrn»atc»r <-<»rtainty to a hir;r<*v iM^HTUtap* of covtM-iul workt»rs at mm 

Thi' private n't influent systfiu is huilt on the foundation of thi' nnich 
nioiv «-onipn»hc»nsivi» n»tirontont svstnn — sorial ^^rcurity. Thr pnwnt 
n<l future af»:jrrr^ato iujpart of ]M»nsion uuti i)rolit-shariu'r plans is 
tuix \\\V}Xo extiMit intcM ivhitecl with sm'ial security. 

With few if any excrptions* eniployei-seontrilmtinjr to private phms 
must also \K\y social semrity payroll taxes ami withhold an ccpial tax 
fmni the Hnployee*s payrheek. Ahnost every worker who meives a 
private pension is also clijrihle for social si^urity payments, ancl the 
level of iM^netits untU»r i)rivaite retirenuMjt plans are established* either 
i-onseiously or unc*ons<'ioush\ as a supplenu»nt to anticipated OASDI 
hen<»lits. In the foilie-j and fifties, numy private pension plans simply 
pi-omisful to nmke up the ditfereiu'e l)i»twe<Mj social scrurity and tiu* 
statetl level of retirenjent inconu*. In 1040. for instance, the st(H'l- 
workei^s negotiated plans providinjr a mininnnn of $100 per month 
in(*ludin^ scM'ial seenrity/*" The reasoninjx was that soi'inl «*curity 
payments were not iHuujr ui);rnHh»d enoujirh to meet the basic needs of 
workers. He^innin^ in 11C>0, hcnvever. and continninfr to tlie pres<»nt. 
l)eriodie in(*ivases were nnide in so<»ial security lH»nefits. Private pen- 
sion plans with so<'ial seenrity offsets, therefore, contributed less to the 
welfare of work<»rs than plans pi-ovidinjr stipulated benefits. Unions. 
in(*hulinjir the steelworkers. W(*!e theivfore ^[enerally snccessfid in 
nej/otiatinjr In^netit fonuidas without direct offsets.**^ 

Many plans, however, still have formulas which pay hipher benefits 
for earnin^rs al)ove the social security tax maximum. The i<lea is tliat 
OASDI Iwnefits will provi<le a floor'of retirenient income, fjuarantee- 
uxfS the replacement of a fixed ])ercentapfe of income Indow the maxi- 
nmm: plan In^nefits ai'e intended to insure the same I'eplacement for 
incomes alcove tlie nuixinnmu or to niise the ^^replacement ratio** for 
those both al)ove and below. As an example, the 1970 Dmvo (^orp. 
l)eusion plan with the Marine and Shinbuildinjr Workers promised an 
annual l»enefit (for those retiring witli less than 15 yeai's of service) 
of 1 |)ereent of average earninirs subject to social security tax durinfr 
the 10 veai-s prior to retirenuMit. but l.r> perc^ent 'if averajr*^ earniufis 
alHAV the nuiximuni.**- Other i)lans provide for some i>ercentape of 
earninjrs up to e fixed ??monut. often social s<*curity maximums exist- 
injr at s^)nie point in time, and a hifrher })ercenta^ for eanunfrs al)ove 
that level. The Internal uevenue Service issues "inteffration rules'' 
insuriujir tlmt the percentaire of inconie rei)laccd by sm ial sermuty and 
the i)eiision is no larger for employees with higher earninfrs: this is 

Stafen)efit of Jeseph Swire in Reduction of RrUrenicni Benefits Due to 
S'or'taf srntritu inert (iMeM, heflriti>rM t»efore Subc<»mmittee on E nployment and 
K»»t!reinenf Inereasi^. SiH>elnl roinmlttee on Afiinjc. VM. Senate, !Wth Con^.. 
Isf sesf*. (Washin^on: VS. Onvernnient Printinfir Office* 1907), pp. 61-72. 

IMii. 

t^i&e^t of Mecied Pen^Um Ptnnfi, mo Edition, op. cit, p. 73. 
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to protoct ajiaiust tlin use of i>ension plans chiefly for rewarding tlie 
hijrhor |)ai<l oniploycos. 

l>ata incliratu that in the affjircirato* tliere is no widespread problem 
\y\th a skinvinjr of InMidits toward hijrlior income employees, at least in 
t<»nnsof the peivenlajrf of income replnred. A stndvof i!S larj;eJilH»ral 
pn\ato plans in UMiU estimated that the pension alone would replai-e as 
a median, -JS percent of the income of low-wajre earnei^s (with income 
two-thirds of the average in their industry) with 20 yeai-s of service, 
compared with 15 percent for those with high earnings (80 percent 
above the average).**^ Actual data on the private pensions of new male 
social SiTurity benefiriaries indicate much less redistribp.tion. For those 
earning $(U){)0 -$7,999 in their longest 30b with 20 to 2-i years of service, 
median private pensions replaced 18 ]#ercent of final income, the same 
piM'centage as for those earning $10,000 or more. Among those with 30 
to 34 years of service, however, 31 i)ercent of the income of the less 
affluent group was replaced by their pensions, compared with only 28 
percent among the SlO^OOO and over group.^* The fact remains, how- 
evcT, tliat private I'etirement benefits do not give relatively more to the 
upper inconie employees. Since replacement rates under OASDI are 
skewed to the low earners, the combined effect is to provide the 66- 
year-old low-income worker, who also receives a private pension, 
with almost three-fourths of his or her preretirement income on the 
average.^^ 

Whether or not tlie. comparative replacement rates of high and 
low inconu^ workers are consitli'red eqmtable, the significant point is 
tlmt pension bent^fits are planned as a layer on top of the social security 
floor. The niedian pension iv])lttcenient rate for the typical 20-year- 
servire worker in the ^^-jilan 19G9 sample was 21 percent (though it 
iri probably ^*loser to 23 perc(Mit now). The average social security 
rephuuMuent rate for all private industry was estimated to be 23 pei*^ 
oiMit for a (55-year-olil single male retiring as of January 1, lOTS, and 
48 percent for the married male (though these figures, too, have in- 
creased .substantially)/*** It is only by combining the two payments 
that a significant replacenient rate is achieved which permits the 
worki*r to live in retirement at sonu^tliing near his or her previous 
stanilard. 

Th(* layering of the private retirement system on top of the social 
security system creates some public policy* dilemmas. Those without 
.private retirt^nent bent^fits nmst, of course, rely on social securitv 
alone. In order to raise the retirement income of these **have nots,^' 
the whole soc ial seeurity floor nnist 1h» lifted, which tend^ also to raise 
the re])laeenient rate for jiension eoven»d w*ork(»rs. At the same time, 
if there is some degree of inelasticity in the ability to pay for and 
the demand for future retirement benefits, increases' in social security 

Peter Henle* *'Recent Trend» In Uetlrement Benefits Belated to Eamings,** 
ifonthtff Labor Review, volume 9\ No. 6, June 1072, p. la 

WaUer \\\ Kcilwlrubetz. -rrlvate Retirement Benefits and Relationship to 
Earnings : Survey of New Beneficiaries/* op. clt, p. 27. 

VvtvT Ilenhs •ilet»c»nt Trends In Retirement Reneflts Related to Earnings/* oik 
eit.. p. 15. 

Ibid. pp. 14-16. 
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rontrilmtums and imyih Mits inijfht stunt the jrr<>wth of the private 
rotirenu'Ut systenu Put in another way. employers who have to i)ay 
a lar^rer OASDI payroll tax may be unable to afford increased pension 
l.H»nefits. and they nuiy not feeroblij^ited to provide these since their 
workers are protected l>v a more adeiprnte sneial security lloor. "Work- 
ers who see tlu'ir social security i>ayroll deductions iucreusinjr may 
press for cash conipt^nsation mther than greater deferrals into pension 
or proHt -sharing plans. 

The extent of sucli impacts cannot be quantified in any exact way, 
but it is fairly certain that a doubling or tripling of social security 
taxes and benefits over several years would squeeze the private retire- 
ment system. There arc those who argue for such a course of action. 
Social security has advantages such as almost complete portability, 
very early vesting^ and a guaranteed benefit security. On the other 
hand, defendei^s of the private I'ctirenient system argue that it provides 
needed funds for investment and that its adaptability to individual 
situations is an asset whiclx can never be matched by a homogeneous 
system. Also, as the social security system takes on increasing redis- 
tributive functions, the private retirement system is the best way work- 
ei-s can rise above the social security floor of adequacy to a higher 
replacement rate.®^ 

Arguments are likely to continue over the relative balance of the 
public and private retirement systems. The relative ^^effectiveness'' of 
the systems depends on the goals for which they are intended, and 
there is no way to decide on any shigle set of goals. A variety of nor- 
mative and philosophical, as well as pragmatic, issues are mvolved. 
Whether or not the arguments are resolved, however, it is vital to rec- 
ognize the interplay of social security and the private retirement 
system. 

Future of the Private Retirement System 

The future of the private retirement system is clearly dependent 
upon chtinges in social security, the trends of development in pension 
and profit-sharing plans, the economic climate, and a variety of otiier 
factors. Continued growth and change are relatively certain, but the 
pace and direction can only be guessed. 

Mere extrapolations of past trends can be misleading. For instance, 
the President s Committee on Corporate Pension Funds and Other 
Retirement and Welfare Programs estimated in 1965 that by 1980, 
I>lans would cover 42.7, or nearly three-fifths, of all wa|je and salary 
workers, with C.G million beneficiaries receiving $9.0 billion, employer 
contributions of $10.9 billion, and reserves of $225 billion.^ These es- 
timates are susin^ct, however, since the interim projections for 1970 
were p*o^^\\ wide of the mark. Coverage was predicted to be 34.0 mil- 
lion, mstead, it was 59.7 million. Contributions and reserves were pre- 
dicted to be $8.7 billion, and $125 billion, respectively; instead tliey 



* Robert J. Myers, **Oovernment and Pensions/* Private PcMion* and the Puh* 
Uo Intereit (Washlngt<m: American Enterprise Institute for Public Policy Re- 
search, 1970), pp. 20-50. 

^ President's Committee on Corporate Pension Funds and Private Retirement 
and Welfare Programs, Public PoUcu anif Private Welfare Programs (Washing* 
ton : Goyemment Printing Office^ 1905), appendix table 1* 
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woit* m.O billion and $i:i7 billion, respoctivoly. Obviously, it is dif- 
firnlt to know what the future will brinjr. 

Thorp ai-p, liowever, a numW of clouds on the horizon tl);it do not 
bode woll for the private retirement system. 'Wliere the innt^s were a 
decade of rapidlv expandiujr coverajtre! and tlie lOfiO s of dranuitii-nlly 
improvinfr benents, the 197ft*s nmy well be a decade of relative stafrna- 
tifUK with newer plans catchinpr up to the older ones, but develoonients 
overall cominjr much more slowly than in the recent past. The follow- 
inn^ factoi-s support this concbision : 

First, as plans mature* more and nioit* workers will l)e retirinjr and 
receivinjr recently improved retirement l>euefits. Fullv funded nlan^^ 
pliould have little trouble meetinfir these demands but those which are 
underfunded may have to run ju^t to stay in place. Their problem* 
will 1)0 compounded by denmjrriiphic factor^. In the first half of the 
decade, the 60- to B4-year.old aire cohort will prow more rapidlv than 
the total population: in the latter half of the decade, the 65.*to 60- 
vcar-old colmtt will expand dramatically relative to itn slow growth of 
the last decade/** This means that a large proportion of workers in the 
Inlior force will l>e reaching retirement affe, putting pressure on tlio 
retiiTment system. As the experience of the railroad and coal indus- 
tries sugirests. this can create problems when an aging work force 
presses for benefits which have not been paid for by previous contri- 
butions and which cannot lie met by deferring wages from the current 
w'ork force. Over the next decade! workers in the 20- to 20.year-old 
cohoit w ill be the most rapidly expandiu/j segment of the lalxir force* 
while the **buffer cohort** aged 4.^ to .54 which might 1)0 expected to side 
with older workei'S, will actually decline.^ 

Second, the favorable financial conditions which provided funds for 
impmviug retirement l>enefits over the sixties will not be avnilnble in 
the coming decade. Tniether or not a bull market will exist which can 
provide a high level of earnings on reseiTos, tlie rate of increase in 
ivtii'oment fund earnings cannot continue to rise. There luis lK»en a 
drnmatir^ shift in retirement fund investment patterns over the last 
decade from Government securities and corporate bonds to common 
?t04»k. The r.»sult was a significant increase in the yield of retirement 
funds allowing firms to use their (Contributions for improving Iw^nofits. 
The rate of return on corj)orate pension funds rose from an estimated 
j)erc»ent in 1965 to 5 percent in 1970/* though this includes only 
realized capital gains ancf not those accruing which will be utilised in 
the future. As a rule of thumb, each one-fourth of 1 percent increase 
permitted employers to reduce contributions or raise l)enefits by l)e- 
tween 4 and fl perceut.^^ Now, however, the portfolios of funds are 
much moi*e '^balanced.** that is. much closer to yielding their potential. 
The rate of return has probably stabilized^ providing little impetus 
for expansion* 



Ih'uU iJiiil Walter \Y. Koludruk^tz. 'Two lH*<*ai1es <»f KiuplfWH^ IVnefit I'liiu-. 
la'iO^TO ! .\ Review." op. fit. p. 20. 

.Sophie e. Travis. "The f\H. labor force: projections to 1985/* Sfonfhfy Labor 
Rrrletr. Vol. 03, So. i5. May 1970. p. 4. 

" Louis Harris and Asf»oc-iatea, Lh^ffc CorporaUoM nnd Their Pcnsim Fun^^: 
1970 ( New York : Louts Harris and Agaodates, Inc., 1971), pi. 8B. 
" •The Pressure of Pension Fundi to Perfom,** op. dt., p* 96. 
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lliinU contiiUHHl iui'ivasos in s<H»ial stuMirity luMiclits uiul oontriliu- 
tions may hnw i\u impart on the frro^th anil ilfvc'lopment of tho pri- 
vate ivtiivnu'nt systcMu. Sonio liusinessnirn and souu» social >HTnrity I'X- 
polls liavons^MTiiHl that tlio anuMuhnents which inrrrasoil all Ikmh'^ 
lits'iO percent iwA inqmuccl thnu in other ways. conwMpicntly nnsinir 
ihc tax rate friMii .Vi percent of the lirs! M>.nMO of earuinjr to T^sr* per- 
cent of the first sl-J. H)0 in 1»74, will have a sijinilu'ant iujpuci on the 
private retirement .systenj.'* 

Theiv is no clear-ent eviih»nc(\ hnt sonu' reason to Ijelieve, that this 
will retard the <rrowth i>f private plans. Kn>m 1JH5^ to VM\\ eontrihn- 
*ions to siH'ial secnrity rose 4r> p*»rcent. while from IMCm to l\)7^K they 
more than (lonhled: private retirenient plan contrihntions rose TuX per- 
cent from VMW) to VMuK hut 07 pen-ent frouj Wu^ to in7<>. ilespite the 
faster jrmwth of soc ial security/ • In conqmrison, however, the 11>72 
amentlments will increase sm-iai security contrihntions c-ven faster, hy 
ahuost 50 percent wiihin l> yeaJ-s. If t«>tal retin«ment contrihutions rise 
at tlieir previous rate, private retirenuuit plans nuiy have sonu'what 
less rcKun to expand. Ami this assumes ihat there will 1h« no further 
increases in sih-uiI securitv hefore 11)74, which mn\ l»e an unrealistic 
assumption in viewof theijenetil escalator in the 1972 law. 

Ilijrher levels of social Si'curity nuiv redui-e prc«ssnre for expanded 
U'nelits in industries covered bv private ivtirement plans, hut the 
uioiv sijrniticant impact will likely be to cliscourap' the formation of 
Ui'w plans in tlie now uncovered areas, Soi'ial security is probably a 
more etfective retirement system for such iuilustries. Tlu«y are char- 
ai-tc-rizetl bv snudl linns, llijrh turnover, and low waires; ami sjicial 
securitv obviates the neetl f«)r separate plans, has complete portability^ 
auil is in part an inccuue transfer mechanism to those with low wajr^'fi. 
WlH'ther this is the i^ase, increiisinjr so<'ial security taxes will affect 
botli employers and employees who usually do not have private plans 
lMH*aust» thev cannot atford them. 

Fourth, inr i-easinir jgovern mental repulation of the private retire- 
ment svstem is inevitable. Miuinmm standards will l>e set for vesting 
and fundinjL^ and plans fallinjr Mow these standanls will forced 
to chniifre. Costs are involved, ami the inunediate impai-t of new 
latitui will 1m' tn incivast* 4'ontribntions in the ajurfrrejrate, Ilowevi»r, it is 
also possible that the further jrrowth of the system will be forestalled. 
Because thc»v have to inc^et minimum standanls, some tirms without 
phuis inav iJe discourajre«l froUJ establishiiijr them: others with plans 
may simply tlrop, or at best not improve them. Thoujrh it is iloubtf ul 
that aiiv lefrishition pasS4ul by (\mjrress will 1m« so severe as to causi^ 
an itnmVdiate «iisruption of the system, theiv is the possibility nf a 
lonirrun impu«'t. 

In lifrht of tiiej^e factors, simple extraindation of past ^'rends is <jues- 
tioiiabh*. Yet. it is probably not wroufr to a<su::'? ^frr.i the directions 
of chancre will contimu' even if the |)ace slows. Tlnvi* major trends 
cMuerjre fiiMii stutiies of •Mea<l** retirement plans by the Itankers Trust 
Company: Fii-st, there has been a sijrnilicant tiH^nd toward the elimi- 

'* -The Forces UesliaiiiDg Social Security." BuH^nrMk W( ch\ July 11)12. pp. 
TA- «0. 

Walter W. KohKlrulietz. '•Two Decades of Employw-Henefit IMautM. nCiO- 
1070 : A Review." op. elt., p. 20. 
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nation of age roijuir(»nM»nts ami the iviluctiou of servioe m|uironieuts 
for vostinjr; stM^oncL terminal earniuifs foinmlas have become nioiv 
widespmul as a Ueiljiv njrainst inllatlon, anil benelits have increased 
to replace a iirreater share of llual salary; and, third, early retirement 
provisions have proliferated, they have been ehanjreil to permit exit 
at an earlier ajxe, and InMielits have Ihumi iruTeasinl.'' Kxpeits };en- 
cM-ally ajrive tliat these trends will eontinne to Ih» predoniinant over 
t!ie next deeade. Matiy feel that portability provisions will also expand 
ns nuiltienipKnvr plans eontinne to {jrow in iniportunee, as stable and 
established plans work ont greater coordination, with reciprocity 
ajrreements, :uul perhaps as Federal le}j:islation is passed to encour- 
ajxe pmtability. But to the extent that earlier vestinjr is a partial sub- 
stitnte for portability provisions and that only vested rijflits can be 
transferred anyway, vesting changes will probalily affect more workei*s« 
To tinanro turther impn)venients, most experts Wlieve that contri- 
butions will continue to expand at a rapid rate/* As suggested, how- 
ever, there are reasons to In^lieve that the pace of growth and cluuige 
will slow. What ever the future may bring, the fact remains that the 
private ivtirement system now covers half of all privato wage and 
salary workers^ atul it is providing l)eneiits to an ever increasing pro- 
port iri of new retiives. Pension and profit-sharing plans have under- 
gone signili<-ant rhangt*s in the last ilecade, and the impact will Ik» in- 
rreasingly felt in the coming yeai*s as more and more participants 
n^ach n»tireinent age*. lUyause of the lag between lead plan chang(»s, 
their widespread ivplication and their full impact, it is the past rather 
than future developments which will largely determine the labor mar- 
ket impacts of the private retirement system in the next few yeai-s. It 
is, therefore, vital to look at the provisions of pension and profit-shar- 
ing phms, as well as the trends in these provisions, to determine their 
likely effects. 



•»The Forces Keshaplnff Social Security," op cit., and Gamett iTorner and 
Philip Sh.^Bdler, ♦*Nixoa Will OK Benefits Rise,*» The Evening Star and The 
Wa^ihingtof. Daily News, October 30, 1972. p. A-^ 

" 1970 Studg of Industrial Retirement Plans, op cit, pp. 1-17. 

'•T. J. Gordon and R. B. LaBleau. **Employee Benefits, 1970-198B/* Harvard 
Business Review. No. 1, January 1970, pp, 26-28. 
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The Ve/ared Wage Concept 

Up until the hi^t aeveml decades, pension and prolit-sharing benefits 
were jrenei ally lepu deil as awards or <j:ratuities rather than contracted 
ohli^jfjitions lietween employers and employes. ()flen, they were paid 
out of operatinj; expeuffcsi rather than reserves, with the employer hav- 
inff the ri^xht to deny payments to anv employee. As an exiunple, one 
the eaiTiest pUuis\-ontaiued the following disclaimer: 

This iH'iislou plan is a viiluntary act on the part of the company and is not to 
he aii»nii»<l or cDnstrned to he a pairt ot any contract of employment, or as giving 
;iny emplD.viH? an eni'orceahle ri«ht against the com^miiy. The lM>ard of dini-tors 
of the iMuapany r<*Nervi*s the ri^rht to alter, amend, or annul or cancel the plan or 
;uiy part i»f It at any time. The rlRht of the company to discharge any employee 
• at any thae shall not he alYected hy this plan, nor jshall suvh employee have any 
interest in any penMiJU after iliseharge.* 

As retirentent plans Iwame more lirmly established, particularly 
where they were part of collective-bargaining agreements, conceptions 
iH^iran to rhaufre. The Inland Steel decision in 1947 was a landmark, 
with the National Labor Kehuions Board ruling that : 

Iteallsth'ally viewed, this tyi>e i»f woRe enhancement or increase, no less than 
any other. h«?comes an integral part of the entire wape structure atid the rhnrac' 
tin* of the eni|»li»ytH* representative's interest in it ami the tenns ut itJ* jrnmts. In 
no different tlian any t»ther case where a change in the wage is affected.^ 

Today* it is jrenerully accepted that ivtirement phm contributions 
are a f<lrm of '^•deferred compensation'* rather than a fn'atuity, at least 
whei-e these outlays cover current as opposed to past si*rvice liabilities. 
Acconling to inciime tax regulations, payments into funds are set asi<le 
for use only for the benefit of employees* The level of payments under 
collectively harjrained plans is usually dett?rmined along with other 
noncash benelits arf part of the total compensation pa<'knge. Kmployei's, 
therefore, generally vit ^- contributions as a cost of labor^ while work- 
ers view t Iiem as a <leferral of wages for the future. 
^ Despite this general af?reeinent that i)ension and profit -sharinff con* 
tributions are a deferred wage and a labor cost, there are many unre- 
solved issues. Where* benefits are extended for past service when wa^'S 
were not deferred, the employer may feel that nis obligation is not the 
same as in meeting current ser\*ice* liabilities. Some firms make very 
slow pro«rrc«s in f undiufr these past liabilities, to the detriment of cur- 
rently employed workers who might find that there is not enough 
money to pay promised benefits if the employer goes out of business. 



* Cornelius Jtistin and Mario ImpelUzerl. ''The Mirage of Private Penslnns," 
Private \Velfarr nml Pcmiun Plan Lrgistatiotu Ilenrlnus before General Sub- 
romndttee on LnlK»r. House Committee on Education and Labor, Olst Conjarresst 
1st and 2d Sessions (Washington: U.S. Government Printing Office, 1070), p. 38S* 

' Ihld.. p. IMHK 
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AnotluM* isHiK» is \vhc*tli(T tlio indivuhml as opiuisfd to tho cowrtMl work 
f<>r<H» as a whole lias Haini to wajjes deferml into iTtironient UuhU. If 
(*oiitrihutions roine {mux cwryonoV potcMUial im\vhH*k, then it luifrht 
Ik* urjrncHl that everyone shoiild jret a l)eneHt, Though all n»iireuient 
plan (contributions are suppc^^ed to jro *o workers as a jri'^Hip. many who 
work under a plan never niej»t the qualifying nM|uirenieuts. 

Whether retimnent contributions are Vonsideretl ••frroni) di^ferred 
wajres*- or ••individual deferred wajn»s.** and whatever the contract ual 
interpretation jriven to past stM vice liabilities, it is clear that c^mtribn- 
tions are lalKir-related costs and part of the compensation packa^* for 
the employee. 

KxiHMulitures for ivtirement pmsrranis aiv risiufr rapidly and ac- 
count for an incivasinjr slmi-e of all private employee coni|K»nsation. 
In iJK'it), 4.2 p*»rcent of the $2.(J1 hourly averajrc ccnni>ensation of pro- 
duction and rtdated workei-s in nianufacturinjr industries went for i^e* 
tirement programs: 2 |>ercent f(»r social securitv. and percent for 
private retirt^nient plans. In 1970. 6.5 iM>rcent'of the $4.24 averajze 
went for retiivment projrranis, includinjr •J.7 i>ercent for stn ial secu- 
rity and 2.0 |K*rcent for private retiivnieiit or piY)Ht-sharin;x plans. 
Contributions for private manufacturing plans, therefon*, doubled 
from (J cents |M»r hour in 19.59 to 12 cents ikm- hour In 1970. For all in- 
dustries and all workers, private n»tiivnM»nt plans absorbed pen*ent 
of payroll or 14 cents i>er hour in 1970.^ 

These cf>sts are unevenly distributed. Manufacturinjr firms paid 3 
percent of all compi»nsation in 19C8, or 12 cents |x»r hour for private 
i)lans comrmred with 2.o fierciMit and 9 cents |)er hour for nonmanufac- 
turinjf industries. Establishments with over tM) employees paid 4 
|wrccnt or 18 cents per hour compared with 2.4 |H»roent*and 9 cents 
for firnjs with 100 to 499 employees, and 1.5 percent and a cents for 
those with under 100. In establishments i '>\ ered by collective barpiin- 
infr% 3.1 percent of compensation or 13 cents went to private retiwment 
plans while in nrmcovered establishments it was only 1.2 percent or 3 
cents per hour. More was spent for office emfiloyees (3.4 percent of 
^compensation or 16 cents per hour) than for non-office employees (2.3 
|)crcent of compensation or 7 cents per hour).* Generally, tlie propor- 
tion of compensation defended for private retirement plans in 1968 
was larger in establishments with higher average earnings (table 10). 



* *'Rniplo.vee Compensation Reached $4.64 an Hour In 1070/* News ReletM 
hy nnrenu of I^ibor Statiiitlcs, November 23. IdTl. 

^ EmpUtyee. ofmpmnatim in the Private Nonfarm Economy, 1068. U.S. Depart- 
ment of I^bor Bulletin 1722 (Washington : U.S. Govt Print 00^ 1071). 
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Table 10.— TA^' profmrti^^h of cimpei^mt!on ihferred for ptimfe retire- 
ment pla9ii!i la H^fiS (lYi^ larger in e^^tabtishments with higher average 
earningi* 



hourly «M»tuii. 



T«»tal 

Vndvr $2.:»0 
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67 


4.7 


2.4 1 


:{» 


:i.8 


3.0 

;5. 3 1 


46 


3.6 


70 


4.2 


4.1 1 


77 


4.9 



(•(llll|H<ll* 

mitioti ill 
establish* 
mcnts with 

iturt« 



j5onni»- Bureau of T#aW St:Ubf i-s. Emplnyee Comptn^afhn in the Wr«f^ Xottfvm /'^ffM • .S. 

D^fPirtmtm or Lalw Bull»»tiu 1722 i Washington, I).C.: V.^, Uovemmeiit PrititUw Otfloc*, iWl) p,38. 

As indit ated previously, tliere U wide variation amon^ all sizes 
and tvpes of establishineiits in the incidence and U*vel of private pen- 
sion plan contributions (table 11). In 1068,41 i)orcent^of employees 
were in establishments with no c*xiHMiditun»8, another 17 pi»rcent were 
in ones wbieh contributed less than 2 TH»rcent of the payroll, and IH 
peivent were in tliose with outlays of less than 8 cents |H»r hour. At 
the otlier extivnie, r> pendent of workei's were in plans when* private 
pension expendituivs were s ju^rcent or moiv of payroll, and 12 |M»rcent 
aiv eovc^reil by plans with contributions of 2r> cents or nmre per hcmr. 

Adr^fnfotjeH I^h^nlrantatjeH for the Employer 

The- fact that the sluuv of total compensation alloeated to retire- 
ment plans has increased, while the pr-ojioition in cash nayments has 
deelined, su#^frt^sts that the employer, the einployH\ or fiotlu find ad- 
vantap»s in defiM'rinjf wajfes. For the employer, contributions to i-e- 
tirement plans may 1m» pi-eferable to eiiual wa#re payments IxHtuise 
tliey offer some dejrrei* of sbort^run flexibility in that they can some*- 
timVs Ik* delayed, lH*caus4» they mipht help to cliscourajre turnover and 
retain ski lletf workers, and l)ecause they can lie usi»d to phase out older 
and less productive workers in a Inunane way. The welfare dimen- 
sions are pwbably a major factor in the employer*s mind, whetlier for 
altruistic reasons or self-interest liocause of employees^ <leniands: 
Pension and profit-sharinp contributions purchase mon» future lK»ne- 
fits than an equal incn^nient to wajrcs and salaries. Kvery <lollar con- 
tributed to a tax-finalified pension fmul is <l<*ductible as tin expense* 
by tlie emplover. If the contribution were indudecl in the earnin<rs 
o]F tin- firm, timt is. considered as profit <listribnted to employee"?, it 
woidd l>e taxed at the nuixinnim corfKirate rate of 48 iK*rcent. >Iorc- 
over% there is no tax on the annual investment income of tlie pension 
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Table 11. — There is wide mHatloa amonfj all s!z€$ ami types of estab 
Ihhments in the incidence and levil of prlmte i)ens!on plan Cimb lbu^ 
tions 
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Soiiw: Bumu of Labor Stat teflon JCmphyn Crmptnmifhn in tht Pri^te XMihrm Etontmv. t7.S. 
Department ol h^\)OU bulletin 172:1 ^Washliiptoii* C.S, Qovfrnment Printli»g Ci^oc. 1971) pp. 2^20, 



funds, making it advantageous to the employer to operate on a funded 
rather than a pay-as-you-go baws since most other uses of the funds 
would be taxable. As a fiiiiher benefit to the employee, contributions 
and earnings are not taxed until the year they are recei%-cd, \rhcn the 
individuaPs income and tax rate arc nsnally lower. The Treasury 
Department estimated that this tax treatment resulted in between 
$1.4 and billion in subsidies in 1966 (table 12). This is very im- 
portant when it is considered that in 1966 employer contributions 
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totalcJ only $8.2 billioiu'^ Tlio ProsiilontV Coniinitteo on Corporate 
Pension Funds estimated in 1965 that if an employer paid corporate 
income tax on liis contribution as well as on the earninfrs of the funds, 
a $100 a month pension under a ^HypicaV' plan for a *Hypical" worker 
would cost $101 a year as opposed to $71 imder existiufr tax rules,** 
There is some debate amonff tax experts whether the rules applying to 
retirement contributions are "preferential" or "nonaaP* under the 
conventions applyinjr elsewhere.^ It is certain, however, that if con* 
tributions or the nicome of f imds were taxed, this form of compensa** 
tion would be much less attractive to both employers and employees. 

In order to pet tax breaks, a pension or deferred profit^shurinfj plan 
mtist meet several Tntornal Revenue Service i-eprulations. It must nave 
written terms providinff benefits exclusively for employees and tlieir 
beneficiaries. It must be permanent and all contributions must l)e 
reserved for participants. It must be nondiscriminatoiy relative to 

Table 12. — The Treamry Department es^t mated that tax treatment 
re^^iflted in between $1400,000,000 and $3,900,000,000 in subsidies 
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2, Revenue Inss from tax-free inconio of pension and 


3. Revenue loss from present tax treatment of employer's 
contributions. • • • * 


-1,375 1 -3,875 
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NOTES 

Item 1: fnder prwi^nt law, benefits taxed to the extent they exrwl the employee*! contributions. Of an 
efttimi^t€Hl S3.300.0Q0.000 in private pension henellts iti 1060. It id estimate^l that 36 percent appear on non- 
taxable returns or are <»xclude<l ns^ a r«'tum of contributions. The remainder would be taxed, under the 
Revenue Act of l (KU. at a man^nal rate of about 30 percent (basted on the i nnome distribution of pension and 
annuity Income^ but about ]i of tlie tax would ^ offset by the retirement income credit. Thus, approii* 
mat«»ly $3i2& million is now obtained by taxing benefits ^ 

Item 2: Total investment income of private pension funds and annuity plans Isestlmated at $3,000,000,000 
i n calendar year 1066. This would yield tax revenue of (550,000.000 at indi vidual rates and about $1,350,000,000 
it taxed at corporate rates^ 

Item 3: At 11*66 income levels, corporate contributions to private pension and profit snaring Plani are 
estimated at about 16.300.000.000. Under the Revenue Act of 1064, the marginal rate on salaries and wogf^^; 
is et<timated at 18.4 percent, including nontaxable returns. If corporate contributions were treated as being 
vested in the employees and taxed to them, their liabilities wotUd rise by $1,150,000,000. 

The marginal tax rata on oor|)oration deductions tuider tlif" 1064 act is about 45 percent. Therefore, if in 
lieu of empioyer's contributions thi^se amounts wcri> iticludf^i in corporate profits and were made taxabW 
to the employer, corporate tax UabiUties would rise $2.850.000t000. 

Source: Raymond Qoetr, Tax Treatment of Pftufon Plant. Prtfn ititiat or Kormdt (Washington: Anterican 
Enterprise JnsUtuto for PubUc Policy Research. 106l»)» p. 55. 



* Walter W. Ko1odrul)ots:. *Two Deeded of Employee-Benellt Plans, lKK>-70 : 
A Review/* Sodat SecuriUf BuVrtin. Apm 1972, vol. 85, No, 4, p. 20. 

• Preftidenrs Committee on Corporate Pension FandH and Private Retirement 
and Welfare Programs. Public Policy and Private Welfare Programe (Wash- 
inirton : U.S. Government Printing Office, 1065), p. 16. 

^Robert J. Myers. "Government and Pensions.** Private PeMians and the 
Pfthfic rntrreH (Washington: American Enterprise Institute for Public Policy 
Research. 1970), pp. 2fr-S0. 
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iliflViviit c»lai«ses of employees. Ami aiuiual contributions, at a mini- 
mnnu must meet currently aecnunjf liabilities and the interest on 
any unfunded liabilities.* 

^'he employer* theiefore. has sonie flexibility in eontributinjr to 
pension funds, and a jurM*ater dejrm' of flexibility under profit -slmrinjur 
|)hins. which he would not have in payinjr wajres. In a bad year* the 
single employer with a trusteed fund mipht forfto contributions or 
reduce them soujewhut. nmkinjf them up when prolits are hijfher. As 
an example, the Alumintuu Company of America made |H'nsion plan 
contributions of million in lOfit when its net income was $107.4 
million; contributions fell the next year to $9.8 million when net 
income fell to $104.7 million. They r(>s<» apiin the m»xt year to $1±7 
million as net inconje increased to $122.4 nnllion then fell to $11.4 
million when inconu^ declined to $05.5 million.^ 

Not all employers have this flexibility under their retirement plans. 
In nniltiemploycr plans, for example, contributions are frequently 
i^»t as some amount per hour independent of ability of a j?iven firm 
to pay. Likewist% in numy insured plans, contributions have to Ih> 
maih» on an ac tuarial basis each year. Overall, there 1.? some reason 
to doubt the flexibility of (*onfributions since they ros<» by 10 percent 
in 1Jm;7 and liMiH. but still increased 10 percent *in 1970.' desDite the 
recessioiL^*^ Tlie cutbacks by euiployere with financial difficulties were 
apparently ba]an<*ed by increases elsewhere. It was probably only the 
plans which were already overfunded or those firms with special diffi- 
culties whidi cho»» to reduce their contributiotjs. I lowever, there was 
some (lejrree fif extni flexibility for some firms* 

Another dimension is the flexibility retirement plans provide rela- 
tive to wajrc an<l price controls. Durinir World War II. private retire- 
ment contributions were not controlle<l. and many employei*s who 
could not rais4» wajrcs increased or initiated retirement plans to attmct 
and hold workei^s.^^ While pension and profit-sharinff payments were 
includi^d und<»r the controls initiated in 1971, 'there is some evidence 
tliat at least a few firnus increased their contributions toward afjreed 
upon benefits in onler to stay below profit manjrin ceilings. For 
instan<*is the Ford Motor Co.. which applie<l to the Price (yommission 
for prire in< rcasc»s citinj? low third-quaiter 1972 earninf(S. had in- 
creasi*d its pension fun<l contributi(ms from $00 million in the third 
qtuirtcr of 1971 to $V'i million in the third quarter of 1972.*^ 
Whctiier this was a conscious attempt to hold down profits and to 
st(M kpile resiM ves for futur<» pension payments after controls would 
presumably l)e lifted cannot be known; certainly, this would be a 
ratiomil coursi*. 



"^/w/'t/im H*j*ort of Avtirith'H of the Privnfr Wrlfarr tnuf pvmUpn Pian Study, 
1011, S<*nat<* (Niiiuuittee on I^ilmr ami iMihUc Welfare. iUmn,. first h^hs, 
(Wnvhiniirton : r.K Ooverninent Printiair Offlc^e. 10721, p. 23. 

^PensionH data fr«>tn the XU'ini annual Welfare and Penslonn Plans IHs- 
clDMiiro Aet reni>rtH and net income data from the Fortune liOO Merien. IfKK 
\mK 1«70. and 1072. 

WaltiT W. Kol(»drulR't2. "Two I>e(*ade8 of Employee Benefit Plans,** op, clt., 
p. 20. 

" Institute for Life InKtiranet% Priratf* and Public Pennion Phtnn in the Vnited 
stfftrn <NVw York: Inntitnte of Life Insurance, lfl«6). p. 5. 

"••.Vutomakt r^ Aruuv f**r a 3 IVrceut Btiost." HhhIuvhh nv#A\ Nov. 4. 1072. 
p*2H. 
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iVrhaps an vvi-n fHvixU'r aulvantajre in the oycs of some pniploycrs 
is that (Mirivnt settlonionts do not necofssarily increase cnrrent costs. 
The eniplover nuiv, for instance, provide only the interest accumula- 
tions on his unfunded liahilities thoujrh the centr;-per-hour cost attrib- 
uted to retirement plan chanjrt'S would in<'lude the funding of past 
8»ervice liabilities. -More jr»*nerally, nianajrenient has Ikhmj able to jiro- 
vide rapidlv inci-easinjr IxMjetits without payinj? the full cost lK»caufe 
of incrt»asiiijr earning rates on funds over the last 10 years. Many eni- 
plovers count on such savinjrs in barfraininfr over retirement Wnetits. 
For instance, a l!)70 survey of lar^re i)ension fund managers found that 
JM) percent expected tljeir costs to double over the next 5 vears, yet they 
estimated a rise of only 10 twrcent in contributions on the assumption 
tiiat the rate of return of the pension funds would continue to rise." 
Whether the eniployer expectations are realistic, it is <"lear that they 
an* i)i-omisinjr lM-nefits on the assumption that their current contribu- 
tions will have to meet less than full cost. 

The retirement plan contribution may have other advantages and 
disadvantajn-s to tlie employer which an equal wajre paynient would 
not. It is undoubtedlv true that middle-aged and older workers who 
aiv looking forward' to i-etirement and have long employment wdl 
favor greater contributions, while younger workers, usually short 
tenn, will favor the extra dollars in the pay envelope. The extent of 
<-ontributions and tyfjes of benefits may affect the work attitudes and 
patterns of tliese segments of the work force, as is true of the whole 
package of employee l)enefits. For instance, under midtiemployer 
plans, contributions may have less impact on the commitment of the 
workei-s toward a particular employer than contributions to companv 
trusteed plans which are identified with the sponsor. Plans with hi^h 
lienefits but lengthy service n'quirements may have a jmsitive nni)act 
on oUler workers near qualification but a negative impact on younger 
workei-s whose wages are licing deferred for a far distant possibility. 
These impacts cannot 1m» documented, and they probably affect work 
patterns only marginally, concentrating in establishments with plans 
that are sigiiificantlv letter or worse than the average, but any factor 
influencing the attitudes of the work force is not unimportant. 

One of the longstanding controvei-sies of economic and business 
theory is whether profit-sharing motivates the individual worker. In 
the present context, the issue is whether deferred profit-sharing plans 
wojild have more impact on worker perfonnance than regular pi-nsion 
plans, if iioth offered equal benefits. « i • 

There are some indications that in some industries. t)rofit -sharing 
mav increase prmluctivitv. For instance, two studies of larce depart- 
ment store chains from 10.'»2 to 1058 and from lO-^fi to IDfiO found that 
the profit-sharing companies, such as Sears «S: Koebuck. J. C. T'<*u»**V- 
ntul R. H. Macv. had l)etter perfonnance by almost all financial mdi- 
catoi-s than the* non-profit-shan'rs siu h as Marshall Fields and Allied 
Stores ( 'orp.' * The department st(»re chains with profit-sharing <-laimed 
that their ploJis had some favorable impact <m employees and tlint this, 
in tuni, contributed to the financial success of the company (tab'e 13). 



"I/mIs Ilarrlo and AssoclnteR. Large CorpnrathnH and Thrir Pcnninn Fun<U: 
/.I?*). of». cit.. nn. !*2-^S. ^ 

"Bprt MctzRpr an<l Jerome A. rnlWtl. Tinrn Pmfit Hharing Pnjtf (Lv u»«t<in. 
111.. Profit SharInK B«->«enr<-l» Fonmlntlon. 1071). 
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Theiv ' a wjiv to know whether tlie profit-sharinj? phiiis really had 
an impact, or, if so. whether it was the impact dependent on the profit- 
sharing aspects of these plans. For instance, in the Seare plan in 19t>y, 
the averajTc employee i-eiiring with 15 to 19 yeax-s of ser^'ice had an 
account of $-J4,0()o' while those with 40 years of service or xnore had 
an accumulation of $308,000; these accounts would provide the aver- 
age G5-vear-old retiree an annuity of i-oughly $180 and $2,500 a month, 
respectively." This high level of benefits, rather than the fact that they 
were related to the level of profits, could have accounted for greater 
worker satisfaction and profluctivitv. 

A much more compxvhexisive study of 175 companies compared the 
financial performance of (>.> profit ?harei-s in 0 industries to the other 
firms without profit sharing.''^ Judging from the level of operating in- 
come, the net income maigin, the return on assets, investment, and 
conuuon stock equity, and tiie earnings per employee, px-ofit sharers 
perforuied better in'eight of nine industries; measuring the trend in 
these six variables, plus the tx^nd in sales, earnings per share, divi- 
dends per share, and market price per share, profit sharers outper- 
formed other firms in seven of nine industries (table 14). To the extent 
that the selected companies were chai-acteristic of the universe, the bet- 
ter performance of the profit sharex-s may have resulted from better 
management and not increased worker productivity, and profit-sharing 
plans might have been one of the things which could be afforded out 
of high profits. It still remains to be established that workers whose 
x-etirement incomes depend on the annual level of profits will work 
harder than those whose benetits are fixed by the plan prior to retire- 
ment. Nevertheless, the evidence should not be dismissed totally. There 
is a reasonable possibility that profit-sharing plans will have some im- 
pact on productivity. For instance, if 10 percent of the work force of 
a company is 45 and over and retirement conscious, and they increase 
their output 10 percent each, total company piwiuctivity rises by 1 
percent, which is not at all insignificant. A liberal profit-sharing plan 
might have an effect of this magnitude, especially in service and retail 
industries where personnel productivity is hard to measure and largely 
dependent on the individual worker attitudes. 



*• Blon Howard and Peter Dletz, A Study of the Finanotal Significance of Profit 
Shariiiff (Chicago, 111.: Council of Profit Sharing Industries, 1089). 
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TAhhV^ 14.— Jiulgtnft from the Utel of operatnuj income, the net income 
matffm, the return on ameta, investment and common stock equity and 
the earnings per emplouee, profit nharer^t performed better in S of {) 
mduHtnes: meamrimj the trend in thes^e 6 tariables phu^ the trend in 
mfes, eannngs per share, diridends pa* sharr. and matht price ptr 
share, profit sharers outperformed other firms in 7 ofh industrie^^ 
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Adrantagef^ and DkadvantageH for the Employee 

The worker is not so concerned with how much the employer must 
contribute to pension plana as he is with the retirement income he is 
promised and his chance of reeeivinjr it. The $1,800 median benefit to 
newly retirinpr males may replace only a pro|>ortion of preretirement 
income, but to nrovide this amount commenciufr at age 65. roughly 
$20,000 has to be accumulated." The average worker earne<i alxiut 
$150 per week in 1071 or roughly $7,500 per year, out of which there 
would be nearly $850 in social security and income tuxes for the head 
of a family of foun^* To save $20.0(X) over 20 yeare would re<iuire the 
worker to set aside a tenth of his take-home pay each year. The chances 
of doing this art* very slim even if all deferred* wages^instead went into 
the pay envelope. Xot only is savings relatively painless when doi . 
through the deferred wage approach (and the limited available evi- 
dence indicates that it is not offset by cutbacks in individual savings), 
but it is also encouraged by favorable tax treatment : that is. the worker 
does not pay the 14 cents-on-the-dollar income taxes. 

R»f ltnafe<l by the Frnnklin Life Tnmirance Co. 

'^^ ^fanpf^trrr Rrrtort of tho PrrHldcnt, 19^2 (TTashingtcm : r.S. Government 
Printlne Offire. p. 217. 

*• Statement of Andrew Blcmlllcr before Ilotiste Wa.vs and Mean5) rommtttee 
on II.R. 12272. The Administration Pension Proposal. May 11. 1072 Otilmeo- 
grapbecl). 
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For those who m cMvo l>onefits under private n»tirenient plans, it is 
also true that the deferrals from their own waj^es provide onlv a por- 
tion of their benefit. Employers contribute on the assumption that only 
a minority of the employees will eventually qualify for benefits either 
because of death before retirement, turnover before qualification, or 
some other reason. All else \mng equal the smaller the propoiiioxi of 
workers eventually qualifying for benefits, the more they can be given 
from any level or annual contributions to those who do qualify. Re- 
sti ictive pension provisions facilitate a higher payment to beneficiaries 
by denying them to those leaving the plan. Provisions which would 
increase the proportion of covered workers ultimately qualifying for 
a l)encfit would reduce the level of benefits which could be provided to 
each retiree out of given contributions. In considering the attractions 
of i)rivate retirement plans, one of the concerns of the worker, there- 
foi-e, is his chance of l>eing among the beneficiaries rather than among 
those who are excluded. 

These chances are determined by the interaction of age, service, and 
|>reparticipation provisions of retirement plans. For instance, in the 
1I>70 IMumbei-s Loi'al loO plun with the Plumbing Contractors Associ- 
ation of Chicago, the normal retirement age was (55 with a 15-year 
servi( e requirement. In order to iweive full benefits, the worker had 
to bi» on the job at age 65 and have had the requisite service. But a 
worker who retired at a h.4nimum of 62 with 15 years of service could 
also receive a l)enefit, calculated by reducing the normal benefit five- 
ninths of 1 percent for each montirunder age 6o. In addition* a worker 
any ago with in yeai-s of service qualified under the vesting provision 
for 5 jiercent of a nonnal benefit upon reaching age 65, and for each 
year of service beyond this he woula get another 5-i)ercent share. On- 
ceivahly* aft^r 30 vears of service and age of, say* he would \yo 
qualified for a full benefit at age 65. lender this plan, then, the worker 
who stayed at least 10 years would get something, while after 15 years 
of serviW he or she would qualify for normal or early retirement.^^ 
This contrasts with provisions such as in the Clothing* Workers 1970 
national ]>lan, which also had a nonnal retirement age of 65 but a 
hmger service requirement of 20 years. While there could lie earljr re- 
tirement at the worker also had to have 20 yeai's of s«*rvice, since 
there was no vesting.-* Obviously, the worker's chan(*es of obtaining 
any lK»nefit from this plan wem much smaller than umler the Plumb- 
er s I^H'al plan if t\e probability of leaving the scoik* of coverage were 
the same. 

In IWi). 77 percent of all private i>ension plans had vesting provi- 
sions wliich entitled a worker leaving his job before normal or early 
I'etirenjent ages to still rweive some benefit at a later date, with most 
requiring to 15 years of service and attainment of a stated minimum 
age. Kiglity-soven i)ercent of plans had early retirement provisions 
providing immediate l)enefits to long-term workers leaving before nor. 
mal retirement age. ThoiU!:h vesting and early retirement provisions 
have gi'own more widespread over the last decn<le, with shorter serx ioe 
periods, a worker still has to stay on the job for many years to qualify 
under most plans (table 15)* 



-*'l\S. Iu»|iartmt*nt of r^Umr. niffrnt of ffrlretrd Pnnffon Plann, t970 EtUtlon 
(Washington: !\S. Gf>vemmcnt Printing Office, 1971), p. 55. 
»^ Ibid., p. 125. 
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As a conseqiienfo of those stamlards. nianv workers who hold johs 
with retirement plan coverage never qualify for benefits. Critics of 
the private n^tirement system have pictured it as a massive crap pame. 
in which only a few winners take alk-- This perhaps exajrgerates the 
element of cllance which is involved, and ignores the fact that worker?? 
who leave one plan without qualifyinjr for hcnetits may move on to an- 
other where they will. Xevertheless, it does /ijrhtly siiffjfest tlmt retire- 
nient plans introduce an element of uncertainty which individual sav- 
ing: from higher wages and salaries would avoid. 

The probabilities of qualifying for and receiving a benefit vaiy 
from plan to plan and from one set of workers to another. In the 
aggrejrate, it is necessary to make a number of assumptions in order 
to estimate the average likelihood of pension receipt. A highly pub- 
licized study of the experience of 51 large plans with lengthy vesting 
requirements (11 or more years of service) and 36 plans with less 
strmgent requirements (10 years or less) found that in the long- vest- 
ing plans, which had 5.2 million participants who left their plans 
since 19o0^ only 2r)3,fK)0 received an^v benefits or rights to benefits. In 
other words, for every one beneficiary, there were roughly 20 who 
participated in the plan but received nothing. Among those without 
i>enefits, llfi.OOO had 15 or more years of service before leaving their 
plan, 280,000 had 10 or more, and 720,000 had more than 5 years of 
service. In the sampled plans with a vestinir requirement of 10 years of 
service or less, only 243,000 of the 1.5 million who left the plan since 
1950 received a benefit or vested right.-^ The probabilities of receiving 
a benefit were much higher for workers terminating in the last 5 years, 
reflecting the changes which had been made lilieralizing vesting and 
retirement requirements. Still, there were 79 participants terminating 
without any vested rights for each one wlio qualified in the long- 
service plans and nine for each one in the short-service plans (table 
16) . This suggests that the odds are not very good for covered workers 
to receive a benefit. 

However, the basic fact is that most young workers go through a 
period of job search before they settle down to more stable workp^it- 
tems; that is, before they stake their futures on their work. They 
may hold a job for a year or t .vo in covered employment, and then 
move on to another covered job for a year or two before finding a 
permanent position to their liking. Though they do not qualify in 
their shorter term jobs, they still have time to do so in the longer 
term ones. 

Most workers do eventually settle down, accumulating long tenure. 
A survey of 62- to 65-year-old new social security registrants found 
that 46 percent of males had worked 25 years or more on their long* 
est job, and that 30 percent more had worked between 15 and 25 years 
with one em|)loyor. For women, 44 percent worked 15 or more years. 
Among these new social security registrants, thosr with long service in 

" Statement of Merton Bernstein, Private Welfare and Pension Plan Legisla* 
tlnn, op. clt, pp. 245-200. 

•interim Report of Activities for the Private Welfare and Pension Plan 
Stndy, 1871, op. dt, pp. 120-iai. 
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Tabl£ 16. — There were 7/> fHirticijpants terminating without any resW 
r/jfAf.« for each 1 who qj^iolified tn the long-service planSf anil 0 jor 
each 1 in the ^fhort-servtce plans 
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H'fl faff and P^t^Aoh Plan iifwrfj/. 197 1 ^MauhiiiKton: Oovenmwnt Printing OiUve. XU71>. pp. iau-133. 

a sinjrle job were more likely than others to have been covered and if 
eovered/to receive a benefit *( table 17). For instance, 70 percent of all 
males with or more years of service were covered in their longest 
job, and 92 i)ercent of these were receiving or expected to receive a 
l)enefit. Overalh the average 62- to 65-year-old male who worked pri- 
marily in the private sector liad an 88 percent chance of holdixi]; a 
single job more than 10 years and 50 percent of the time this job 
was in covered employment. All but 6 percent of such covered \. orkers 
received or expected to receive a l)enefit. For women, all these proba- 
bilities were much lower. 

The data about the past exi)erience of employees and employee 
undei^atate the probability that eurrent workers will receive l>i»nefit». 
TlH*re has hwn no radieal rhange in work patterns over the last sev- 
eral dei'ntlos, and work**rs in most cohorts are just as likely to accunni- 
Inte long tenure on n job as those in past.-* (t iven these same patterns* 
the growth of ))e!)sion coverage and lilieralization in ijunlifying re- 
qturenients luive in<*rease<l everyom»*s chances of gettinsr a pension. 
Tints* for instnnee. fi7 percent of the plans in the Bankers Trust survey 
in U>52 iiail no vesting provision* but this declined to 18 percent in 
1050 nn«l 1 pcM'eent in 1070.-^ The worker whose longest toniu*e iob was 
daritig the fifties luul much Icsschanee of l)eing vested than the nver- 
aire worker under current plan provisions. It is to \yo ex|>ected. there- 
fore, that the prop<irtion of workers who are covered and receive a 
benefit for jobs of 15 years or less duration will rise significantly. 

" S<»e fable 10. 

**HankerM Trust (N>mpftn.v. 1970 f^tudp of fnduJ^trial RctirrMrnf Ptans fXew 
York : Hankers TruAt Co.. 1970). p. 11. 
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Tablk 17. — AmofHj nrw aeciirltjf r€ij!strant% thoae uvth long 

,\*err!ee hi a sin(jl4>job n'rre mnre likely than others to hnve been covered^ 
and if eoaredy to receive a henejit 
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Sourrp* \VuIt«*r W. KoloflrultetJi, *'ftUjtr:\rt«Ti5t!cs of Workers With Pension Coverage on liOiigest Job: 
Nvw fieuvaciorlcs/* SvciqI sketaity Bulletin, \*ol. 34, Nov. U, Novomber 1971» pp* 20. 



If tljo |)rnhul>ility of receiving a benefit is estimated from the cur- 
ivnt provisions of* retirenu^nt plans and assumptions based on the 
current work experience of covered employees, the chances of being 
:inion{r the h(»iu»fi('iaries arc much higher. A study of 8(54 pension plans 
covering 867,000 employees found that 31 percent were already vested 
and S7 percent couUl expect to be vested based on reasonable turnover 
projections (table 18). For workers under 35, only 2 percent were 
already vested, but 28 percent could exnect to be vested and four- 
fifths of th(» remainder had lime to qimlify for a pensicm with an- 
other employer. A fourth of workers aged 35 to 45 were ah'eady vested, 
but given c»xpo<i(»d turnover, another half would vest in the future, 
wliile 17 j><»rc(»nt of t!io«e not e.x]iected to vest in their current jobs 
could prutKiMy tiiul employment which woiild qualify them for later 
]?(*nsiohs. Tims, it is estimated that two-thirds of curitintly covered 
i iuployecs will receive a pension from their current plan, witli an addi- 
tionuriiO perce nt having a good diance to (jualify under another nlan 
in t!ij* future. Th(»so <»rtimati»s may exaggerate the overall probaoili- 
ties of r<»c<Mving pension benefits iH^cause tlie sample was drawn from 
more libcrtjl peu-i(m phins. but they illustrate tlnit currently covered 
workers are nni^'h more likely to get a p(»nsion than those in the past. 

'riii'» frn t n uiain however, that Uiost iM<iivi<lu:ils who work less than 
in year- on a sitiirle job in covered emf)loyment will not get a benefit 
fr<Uij \\u\\ paiTici lar plan, and some of thf>se who work even longer 
tlitin this will jiii-s out. Legislation nquiring earlier vesting may be 
nee<le(l \n wU^vxw llie plnns w]d<*h liave lagged in providing greater 
security to workers. And whether or not such legislation is passed, the 
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« 7s |M*r(M*ut yiiunK rtioiitrh f«»r u huh^tatitUtl ibuJoHty to qualif.v for t^*u^l<iti with ottH f 
Sourn«: a S. UjiriH«n AKXwi.itt*. Survtit of /Vir#i/r /*♦ ii«*oh i*htHH <NVw York: .\. S. 

tlctVira) of \\riLM»s for ivtiroun'iit will still i^ivolvo risks. Tlie youuir 
\v#^rlv*»r, f:qu»i'vi11y in :\ liifrh ttu'uowr itulustrv witln^nt iMM^^ioinjilMy<-r 
jilans. has \ vrry low iiroi>nl»ility of vwv nvcivinjr InMU'tits froia tlu' 
n^l'ttuiu ut rnnfr'il>nti<»ns u{ his r'urnMit c»iuployer. T'luhM'staiulahly, lie 
or s'u» uiitrht ivhi«'t:int to ilcfor prcsHii \vap*s for the small clmiUT 
oi' a lMMt« iit / from this partii'ular <'otitrihution) in tiio distant fiituns 
t'spi'i-ially whinv tlu'iv is a tinu' pivfcronro for lavsiMit over futuro in- 
fant'. ( )n the othrr han<U the older worker with lonir t^'imre and senior* 
ity has a very jrooil rhan<-e of jrettinfj a iKMijaion: he or she will ^)rol)- 
al*»ly he mu<'h moje willing to have wajres defernMl sinre these will he 
supplemeatcMl hy the deferrals from othei's who will not qualify and 
sihre n*tirehi» .it is in sijrht. 

The W(tf/e ImplitatiOiu of lUthrment Contrthuthus 

Ile-jpite the nlowinjr jrrnw'th of coverape under private retirement 
plans over the last de<'ade, eontrihutions liave heen infreasinj; at an 
a«M'elerated rate. Between IIMM) and lOfi/i, eoverape rose hy a fifth while 
employer contributions inerensed by 55 ^lereent: In'twWn 10fi5 an<l 
1070. eoverajzc expanded by 17 pi*reent while contributions jrrew more 
than 70 percent.^^ Thoujrh* there are a immbor of factors which may 
forestall further expansion of <'oyerape, there is every iiuli^ation that 
the proportion of the compensation package going to private retire- 
ment plans in covered industries will eontimie to expand unle.^js there 
are drastic chang(»s in social security costs and l^enefits or in the tax 
treatment of pri\*ate plans. 



Walter W. KolodrubetSt **Two Decades of Employce-Beaeflt Platt«." on dt.. 

p.ao. 



The Imsis for this pKjjrrticin tho i vi<!rn«o that the propoiiitm of 
roiu]K*i|sati(in whirii (*tu|il()vers ami eiuphiyees are \viHinj>' to set ix^UL 
for n*ti)V))ient plans rises \vith iiit-ouie. ()m1v lU pereent of tjoufarin 
\\f»rkers in estahlishiiu»iits with avi»rajfe earniufis under ^iJ.oO per hour 
were eovemi in IWs. nml tliesi* rovered ^stahli^hIlu•uts eontrihtiiecl 
t»nlv li.l pereent of eouipen*^a(i<in to their private phms. Aiuonj; work* 
ers in estahlishuients with a\erap» earninfjs over $4.7r> pc*r hour, h7 
perrent wvw rcivered, and eniph)ver expenditures aniountett to 4.1 jht- 
l ent of payioll.;^- When other far'tors atlertinjr this diHetvuthil are lield 
etaistaiit* there i<. as uotvil previously, a pen ent inerease in the |H»r- 
reut of rouipensation ^<»iujr to retiivini*nt phtns for eaeh extra dollar 
of averajre eurninp«.^^ As wajres and salaries ris?o. one mijrht. theivfore, 
expeet rontrilnitious tn private* rftirenu'Ut p!ans to rise \uu\v than i>ro- 
poriioiiately if the <*ross-seetioual relation>hips have sonie lonfr-nin 
siirnifirunee. Apparently, this is the ease, sinee a.-: the averan*' hourly 
<s»inpensation of nouoiVnv workers in niannfai-turinjr rose from J^'J.fil 
in r.C»t>toi^4.ift (or hy s^l/jj iti real ternjsuthe proi)ortiou alloe.ited to 
private retiii»n!ent phins n»s4' from p^Tn nt to iiereent.--* Thus, 
if the relationship iiptwefii eurniuirs and deferrals i-ontiinies in tlii^ 
fntinv, nuil if real waires rontitnte the same rate, the averajif^ 

hourly eompensation in nnuuifarturin^ will he lu'tween $7 anel iiJS j»or 
ho:n- in ID^n, with hetwi^en :J.4 pereent and pen-ent deferred into 
pi ivate retirement plans, h\ al)s«)hite terms, this W(add implj- a dou- 
lilin<r of tJie eents-TH»r-honr i*ontrilmtion. 

i! this iMTtirs, tlie iinpaet of private retirement plans on employers, 
iMn) lovee^f. and the i»cononiy as a whojc wtil im rea-e. Otlier faetors 
liisrussed pre\ ioiisly niny retanl tin* further ^rrowtli in eoveraire and 
thi» rate of inrrease in ecnurihntions. hut eosis and )H*n(*lits are still 
lik<»ly to rise suh^lantinlly. As mon» and m<u*e dollars are <*hannelecl 
into pension phiiis. manajjfi'rs <'an 1h» expe<-t<'d to i)e<'ome nuieh more 
^•tairerned witli their provisions and inipaets. .^inee they are funded 
oVfM* a ntnnU'r of yc»ars. n*tir<>nu*nt ajirrei*mi*nts have lonirer-ranjre 
etlVrts than wajre a;rrc»eiuents f»tli<T lK»netits. Kmployei's will have 
to 1m» mucdi incuv ecms<-ious of the jfcials of their plans, atiil will have to 
initiate mon^ eareful nlanninjr. for instance, in determininjr w-hether 
to siH»k a younj^'er work foree tln-ou^h earlv retin»nient provisions. At 
the same time, it is Mkidy that employei-s will he inereasiufrly (*ons(*iou8 
of p<»!e:ion rosts and will sc»ek ways to minimise these by jri'ttinjr l)Otter 
nerforniame from funcU ami perhaps by initiatin^r policies such as 
hirinjr ycumtrer workers in order to < nt down on the exiwnso. 

Kinplovers are also jroinjr to liave nmch less fh^xihility than they 
Inive had in the ptU5t» Fundin<r pn#<'e<lures have sometimes Iwen Imp- 
ha/ard. and retirement nian provisions have often lieen poorly ex* 
lilained to workers. As tne stakes rise, tuiions can be expected to de- 
mand nu»n» eontrol ov(»r retirement funds and plans. More sig- 
nificantly, the role of tlie Fech^ral (lovernnient will continue to expand* 

" Etnfiloyee cfanpensntion in the Private Xonfnrm Eennrnny. 1968, op. cit 
••^Wnnnni a. nall^r iiiHl AUrt^ri K. Si h\vi*nk. ' Knuiloyor KxiK^ndltures for PtU 

v.it«» !:i tln-nn at anU Insuranri' riaiis." MouthiN M/or Revieie. VoL Do. Xo 7. 

Juty 1072. p. 

"• ••Kmployee eomiieoHation reached $4.24 an hour ia 1970/* op. clt. 
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Kojinibition of fuiuUnjx pituMulures, financial nianngoinont, plan tornn- 
natit>n» vi stinjr. anri perhaps portability i>rovisions is likely. To some 
extent. the?o eontrols will detract from the adaptability of plans to 
individual onqdover needs. 

In nieetinfr the inereasinir eosts ami lepislative winiivments. eni- 
ployei-:^ will not liave as easy a time :i.s thi*y tlid in the past. Chanffinjr 
invesHnetit patterns of pension funds led to rapidly iucreasiuff rates of 
ivturn and i-ontrilmted to the proi'ision of risinjr benefits. Some im- 
provements may still lie made in investnient patterns, but nux^ly in 
the larirost employer trust funds which are ah-eady trying to earn 
the maxinnua rettu n i>os5ible. 

As t!u* stakes increase, enjployiH»s can also he exiH»eted to show more 
eon<vrn witlj the adtM|naey and the si»rurity of the Iwnefits, and they 
will want more control over the provisions of their i>lans. Like enl- 
plovers, they will tind out that the **free ride*' of the sixties is over and 
tliey only jret more Wnefits bv jrivinjr np somethinjr else in the 
rompe!isatioil j>acka#re. Union leadership will have to niake difficult 
docisions a-^ to how much conJi>enRation should jro to retirement jdans 
as oi>pc\MNl to cjjsh or other welfare benefits. They must also decide 
the mix of provisions witinn retirenient I)lans4 balancinfr the interests 
of work forre jiroups. For exanjple. younjrer workers clearly have h ss 
to i>a in from retireuient contributions as opposed to caslu and cenainly 
they have 1e?s interest in them than older workers, except insofar as 
retireuK^nts orcatc* job oj^portunities. Where the former may be inter- 
ested in earlier vesting and portability, the latter will 1x5 nuu-e con- 
iM'rniMl with early rctireinent or the level an<l se<Mirity of benefits. 
As a irciuMal rule, the balance of power in tlie sixties lay with the 
older workers, and most of the inereasinar pension costs resulted from 
earlier retircnu'Ut provisions and incn*ased lieneuts rather than earlier 
vestint^ But, as noted earlier* the demojrraphic basis of this balance 
is shiftinjr. In 1068* fiXA: percent of the t -.S. lalw force was 45 to 64 
years of aire, and ^3.4 percent was 20 to Ji4. 

Bv 10^0, labor force projections indicate that onlv 20.1 percent of 
the labor fon e will be 45 tfi 64, and 40.7 peirent wilf t)e 20 to 34.'^ To 
tlie 4»\ti»nt tlh* ynun^rer cohort prefers present to deferred compensa- 
tion, irs iiuTeasin^ rel>r<»sentation may hu' . a depressing effect on 
the •rn>wtli of pi>nsion contributions. More likely, it will result in 
tleuKUid ffu- >-till earlier vestinir and for portability. These trends will 
also !h» au:rmi»!it(Ml by the incim'^inir numlw of women in the labor 
foree wlio tend to have less tenure and probably less intcix*st in retire- 
nien* juans. 

The irrnwth «»f the private retirement system will have several im- 
paets on the lahoi markt»t as a whole. One indirect but possibly si/?- 
nifieant etr<^ct of rising conti jbtuions and relatively stable coverage is 
a furtlu r bifurcation of the job market into a primary sector charac- 
t(»ri:tefl by iiigh wages, low turnover, tinioni/atiofu a rich array of 
euiployei- nefits. and a ninnber of o|ipr)rtunities for jol> advance- 
Uicnt, and a se»'ondnry st»ctor charactenxed by low wages, hiy^h turn- 
over, few orirani/fd workers, a dearth of career opportunities, and 
Uieager employe^* benefits. The **secondary sector^ is usually defined 

*'So|i||ia c. Travis 'The U.S. T^bor Forc?e: Projections to 1085.** Monthtu 
Luhur Uf rh vol. 03, No. May IU7(K Ik 4, 
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to inrlmh» ivtail tvxu\i\ luMsoiml s^rviros, u\w\i of nonclural)lo inanu- 
facturinjr, unci thoso are also industries with relatively low pension 
coverage and contributions/^* To the ext(»nt pension plans have an 
impact on worker conuuitnient. turnov(»r and satisfaction, this c-or- 
relation is causal to some dejrrec^ Hie **haves and have nots" anionfr 
retirees are usually drawn from the primary an<l se<-<mtlary lalnir 
markt»ts* respectively. As retiivnient benefits jret better ami better. 
l)Ut are ivstrii te<l to'those lucky i»nou}rh to have pension covcM'ajii\ the 
ecpnty as well as tronomic implications of any labor market bifur- 
cat ion will ;ri*ow moi^ apparent. 

Hv far. the most important impacts of private retirement plans on 
employers and employees H»main to l)0 examined in the subsequent 
chapters. Tliese will st^ek to determine the system's iuHuence on em- 
ployees' job-chanjrin^? behavior and retirement patterns as w<dl as on 
employers' willingness to liire older workers and their layoff policies 
durinir recessions. The ])recedinfr discussion should suggest that what- 
ever the directions of influence of these variables, the impact is liable 
to increase in the future as retirement contributions rise absolutely and 
as a pronortifHi of compensation while more covered workers become 
atVected t)y the provisions of the plans. 



•'^Henneft Harrison, Eduration, Training, and the Urban Ghetto (Baltimore: 
The Johns Hopkins Press, 1072), cb. 5. 
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4. Laiihh Momi.iTv and PaiVATK Hktuucmknt Pkans 
77f V Ilijpofhf tH'aJ I m part 

^ The private rt^tiriMiH'nt system luis some iniimet on lalKir mobility. 
/ worker who leaves the I'overajMfe of a pension or prolU-sharinj^ plan 
before attaining the ajre and service requirenuMits for vestinjr, early 
or nornuil ivrirenjent, loses the wajre ilefernjls whieh have aeounui- 
lated during the jw^riod of eovtMvd eniplovnient as well as the potential 
benefit thest* ecnild ]>n)vide npon (puilitieation. The retimnent plan 
losKes will he (considered by the mtional work(»r in weijjbinjr tlie <Mists 
and benefits of any rbani»v of jobs whirh will n^ult in a break in eov- 
eraire. The inj{M>rtancv of this fnetor de|M»nds on the level of eontri- 
butions and pronn.sed benefits, the proximity of tlie (|ualifyinfr date, 
and tin* individnaKs deirree of ron(*ern over future retirement status. 
In a plan with no vestiijjj miuI no early ivtiremt»nt. the workers stand 
to Wise all the en)ploy<>r icontributions ae'Mnnulated durinjr the years 
of prcvion- service. For instance, a male eniplovee aired fiO under a 
nlnn wiih a normal retirenuMit at 6.1, no vest iuir. ami a flat lK»netit of 
$100 ino?ithly, stands to lose i?l.V»oo in terms of the eost of an annuity 
at utre r.r» whic h wo^dd pay him tl)e snnie ineoiae, or n present value 
of $lo.:,nn if In* oj. jslij. h»ft tin* pijjji biH'aus<» of dissatisfaction or an 
alternative oppoirunityJ Few workers would be able to inereas<» tlunr 
ineome enouirli by a job rhan^re at aire r»o to ecuupensate for this loss, 
espeeially sin<-e they would be unlikely to (puilify for a benelit 
elsewhiMv. 

Rarely, however, are pension plan provisions so totally innnobili/- 
in*,r. Nine out of ten eoven'^l workers are in plans witb early retin»- 
nient pn^visions, 77 pereent have vestinjr. and Hi) pereent are in multi- 
e!nploy<»r plans whieh p(Tmit a worker to ehanjre eiiiplovers within 
the seope of the plans ami renuiin eliirible for U'nejits." All of these 
provisions tend to nMluee the innnobilizin^ etteet ut ivtirement plans, 

Vestinjr is the key faetor allVeiinjr labor mobility. Onee vested, the 
worker will still ijret some beneiit if he leaves for another job* and eaeh 
jrear of servire after vestinjr is likely to inereas<» his later Inuieiit only 
mcrenientally. For instanee. in the*l!»7o Tniroyal, Ine., pension plaii 
Imrjrtiined with the Uubln^r W^irkei-s. the standard numtbly benefit was 
$rKr>0 times the veal's of service.' IJut there was deferred full vesting 
eonunc»nc»in}i at ape 40 and If) years of servic e. For the worker who is 
approi4ehinir these vestinjr reciuirements, a ehanfre in jol>s l^efore (pudi- 
fyinir woidd njean the loss of $5.1 per month at a;re (J.! wliieh eouhl 



'EMtiinntes made by tlie FrankUn Life Insuraiif-e Vak A discount rate of 3 
pendent IsjissnniiMK 

•Harry K. Davis nnd Arnold Strnss-er. •i»rivatp Ponsion Mans. IfWO to llWi: 
An f)vervlfv\ Mimthljf Lfthor AVr/r ir. July li>70. p. 4iK 

•f.S. Peiuirtnient of Ijihor. hiffist of SHrrtrd ptnshtv /V/oi«, Uno Ktlit'mn 
(Washlutrton : I .S. Oovornnie!it Priiitin^r Olllro, 1071). \u 20:5. 

(iiO) 



lie pun^luised for $7,500 upoti retironiont with a present value at asre 
4»» of $'2.:2tHi/ Tliis loss, if nitionully coiusideml, would provide some 
inipedinient to job oluinjrinjr. Only a third of all workei-s are in plans 
perniittin;;! vesting with 10 years or less service and 40 years or less 
:\iX^\ The more strirt tlu» ape and stM*vifo requii'enients for vest iiiff, the 
more a worker lias to lose whi> is approaehinjj qualiiieation. For in- 
stunee. if the standard for vesting: under Uniroyal were ajje TiO with 
•i< > years of serviee, the 4J)-year-old with 10 years of serviee would srancl 
to lose a $lln nionthlv benefit at ajre (W/an annuitv with a present 
v:ilue of s?n.7nn/ To ottset this li>ss, the worker w^iila have to increase 
his eaniiuirs «*onsiderahly more or have other nnu h better roasons for 
leaviufr than the worker ajred ^M) with nine years of service mnler the 
Tniroyal plan as it existed in 1070. 

Once an i'inph)yee is vt»sted. however, the losses result in^r from a 
elian^re in einpU)yers is rediu-ed sifrnitieantly. In the Uniroyal plan, 
apiin, the worker would f^»t >55.5m t'xtra a month for each year of serv- 
ice pa^^t ve^tinjr. antl if lie or slu» eould tind another covered job under 
whirh ther*» was time to inmlify for an e^junl benefit* there would be 
no <*omplete hws of past service credits or of a chance to add to the 
r<'tirenu*nt b.»n<*fit. Thus, the imnu)bilizinfr impact of retirement plans 

a cliscoutinuotis funetion of asre and serviee. risinir as the worker 
approaehes vestiuir <iualiflcations and declining to a nuich lower level 
after Vestment. 

While the ve>ted worker has less to lose than the nonvested one. 
the l)enefit h'^ or she would attain by movinjr l>etween and vesting in 
e.jual plaiH \< usually less than tlie iH'neOt lyeeived by stnyinjr in a 
rii^irle phni. Pension r>eneHts are consistently risinp and vest<»d workers 
who have \vU employnn^nt are usually only elijrible under tin* terms 
whirh <*xisttMl when they Ic ft. Thus, if a worker ajre 50 with !20 years 
of service left the Uuimyal plan for another offerinir the same IxMiefit 
of .<»..%n tinu'S yi^airs of seVvicc. and if after 10 yeai-s the Ijenefit went up 
to $7.r)0 tinies vears of service under lx)th plnns. he or she would jfet 
i^uW s?lS.% monthlv ($110 fronj t'niroyal and $7r) from the seeond 
phui) after -JM v<'ars of work instead of the $225 for SO years Fervi<-e 
with rniroyal.'ln plans with formulas muUiplyiufr some percent of 
Hnal earnin'jrs tiTues years of service, this eifect is even jrreater sinee the 
worker who moves 'l>et ween plans usually has a lower final incouu' 
multii^lied bv his years of service under tlie first job. For instance, the 
1070 rnitt»(r.^tate< Steel Corp. plan with the steelworkers paid 1 pc^r- 
ecnt of avera;re earninfrs during the lo years prior to retirement, multi- 
plied by the years of sr^ vif-e.'' If income is assumed to rise 4 |)erc(Mit 
a vear. Vhe worker who split mO ycMirs of service Iwtween this plan and 
anotlier with ^^imilar provisions \vonld jret only $142 in l>enefits assuin- 
inir an avt^ruir" career earninjrs of $kSO(K while the participant in only 
onf» plan would jret $105." The ditferential would 1k» even more if bene- 
lits vv-ere increased equally in both plans. However, it is donbtftd 

♦ n<fiaKit#*s by the Franklin Life Insurance Co. A ai^f'onnf rate fif n i»ereent 
N as.<nmef|. 

K^tlraate-' hy the FrankUn Ufo Insurnm e Co. A discoant rate of .» pon-fnt Is 
aj^^^aniP'i. 

htortft r.f SrUrtH Prminn Plnnn. UnO E^fifion, op. elt.. p. 20i. 
^ Arn<»M strn^^wr. "Pension Fonntiln^ Siunni:iilxntifm: An Knierglnjc Roseareh 
Ti-'hnlqne." Mmth^ii Lnhf^r i m i^ April 1?>T1. p. n2. 
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whether the arerajre worker woifrhing a Job change carries his calcula- 
tions as to potential benefits and losses to this extent. Most likely, if lie 
or she is vested, and is moving into a job with equal pension terms 
under which there is time to accumulate a benefit^ the worker dismisses 
this as an issue. 

In summary, vesting provisions reduce, but do not eliminate* the 
immobilizing impact of retirement plum on the rational worker. Even 
in a fairly liberal plan such as Uniroyars, with a 40-10 age-service 
requirement the worker aged 39 with 0 years of service would stand 
to gain the equivalent of $2,200 in present annuity value by sticking 
on the job another year. After this point, however, the worker only 
has to worry about* the loss of futiu e service credits and not those 
accumulated for past service; the losses are significantly less and also 
much less obvious. 

The proliferation of vesting provisions over the la«t decade has un- 
donbtodly reduced the immobilizing impact of retirement plans. The 
substantial changes in age and service requirements for vesting have 
also had an impact. Wlierc vesting is earlier* the worker approaching 
qualification has less to lose by job changing than the worker who is 
near to qualifying under more lengthy vestintr requirements. The 
immobilizing olfect on individual workers in plans with liberalized 
vesting provisions is reductMl. On the other hand, liberalizations reduce 
the acre at which the loss of benefits becomes a consideration. Younger 
workers tend to change employers more frequently* both voluntarily 
and involuntarily* and if the vesting age is reduced, a larger number 
of potential job changers will be affec ted. The liberalization of vesting 
provisions over the last decade has reduced the immobilizing impact 
on each worker, but has increa?ed the number of potential job changers 
who are affected. 

Early retirement provisions may also have some influence on the 
labor market impact of private retirement plans. Like vesting pro- 
visions, they permit the worker to leave the employer without loss 
of benefits if he or she has attained a certain age and service. In 
general, however, the age requirements for early retirement are stricter 
tlian for vesting: and most plans that have early retirement also have 
vesting so that the worker eligible for early retirement is usiially 
already vested.* The only difference is that' he or she can thereby 
receive a pension immediately rather than waitiuj? until normal retire- 
ment age to receive the vested benefit. It is only in the plans without 
vesting and with early retirement that the latter has a major impact. 
Between 10 and 15 percent of all covered workers are in such plans.* 
As early retirement benefits are increased and the ages lowered, it is 
entirely possible that some eligible workers would find it advantageous 
to leave their job* receive a benefit, and then find another job some- 
where else. Most likely, this would be limited to skilled or highly 
educated workers who could easily find secondary employment at high 
wages and who would be eligible for substantial early retirement bene- 
fits. The example of white-collar Government workers and military 
personnel who retire at an early age to other jobs may be duplicated 

•Harry E. Davis and Arnold StraHser, 'Trirate Pension Plan«, 1060 to 1900: 
An Ovorvlew." op. clt, p. 40. 
•ibid. 
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more ofti^ii in tlu» i)rivato sector as rctireniont is iwrnutted at an earlier 
aire with substantial l>enelit.s. To <late. howev^n- (as is cliscnssed in the 
next chapter K onlv a small minority of workei'S purposely retire under 
private pension plans in order to increase their income through second 
jobs cMimbined with l)enetits. 

Portahilitv provisions which allow a worker to carry accumulated 
pension dHHUts from one employed to another within the scope of 
covernjre mav al«o reduce the immobilizinjr impact of retirement plans. 
A few sinjrle employer plans have reciprocity provisions, usually for 
transferrinjr to snbsfdiary companies, but for the most part* portabilit^v 
13 a feature of multieinployer plans. Workers belonging! to multi- 
employer plans can chanire jobs and employei*s as frequently as they 
wish, and p't full <'redit for tlieir service as lonjr as their new ' mployer 
is a puiticij)ant in the phm. The scor)e of the plan, therefore, deter- 
mines the tiefrree of mobility it permits. 

Multiemployer plans are concentrated in mining, construction, food 
ami apparel namufacturing. services, transportation and trade.^** These 
plans vary wiilcly in size. The larjrest i)lans, such as Central States, 
Southeast and Southwest Areas (Teamsters) pension fund, the^ West- 
ern ( onference of Teamstei's pension fumh the United Mine Workers 
l)ittiminoui3 retirement fund, and the International Brotherhood of 
K]e<'tric}d Workers and the Inteniaticmal (Jarmc^nt Workei-s Union 
plans each cover more than Inu.OoO workers.^ These usually permit 
mobility witlun bioa<l resrions or over the entii-e Nation, and covered 
jobs may inclufle a wide ranjr<* of skills and occupations. But the vast 
majority of multiemployer plans are much smaller, covering a sinjLrle 
occupation in n limited geojrraphic area. They offer less opportunity 
for intemroa and intei-occujiational mobility than the large multiem- 
ployer plans, and, in fact, than many single employer plans where a 
tirin may have many plants. Among worker? with a heavy investment 
in training for a .«pecifietl skill and with nrnts in a specific area only a 
small proportion might consi<ler job changes outside the scope of the 
small inultiemi)h>yer plan. But among less skilled workeis. or those 
with little attachment to an area or sfiecific occupation, portability 
nuiy not really mean much. Also, balancing the portability features of 
multiemployeV plans is the fa< t that they usually have more stringent 
or no vestinir provisions, and are less likely toliave early retirement 
provisioiis. Tn infiO. 06 percent of workers in single employer plans 
were covered by either vesting or early retirement provisions com- 
nared with oTily 7*^ percent of those in multiemployer plans; for vest- 
ing alotie. the percentages were ^7 and 51 percent, respectively.** 

Despite the wi<lespren<l and increasinsr incidence of vestinsr* ^arly 
retirement, and portability provisions, the fact remains that workers 
<»onsi<lering a job change may still be impeded by the sul)stantial re- 
tirenu»nt :ic(»umulations they* might lose. Unless pension and profit- 
sluiring plans have immediate full vesting and complete portability, 
thev will reduce, to some decree, interfirm (and sometimes intcrarea 
ami interoccupational) mobility, 

'"Ibid., p. 40 

" Labor MfMUtu and Private Pension Plana. Bureau of Labor Statistics, Bui* 
letin No. 1407 OVasWngton: U.S. Government Printinj: Office, 1904). 

'Mlarry K. Imvis and Arnold Strasser, "I'rivute Penniou Plans, to 19C0: 
An Overview." op. cit., p. 46. 
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Labor MohUlty Patten^s 

The critical issue is the extent to which pension an<l profit-sharinjr 
plans have alfected hiln)!- mobility. lia?jed on the analysi:^ of letire- 
J'Tent plan provisions alone, one uujsht expect a sipiiticant influence* 
?5ven in a plan such as irniroyals with vesting after onlv 10 years 
.f service ami a*re 4i\ the worlcer lenvinf? the plan in tlie nin^h year, 
assuming the ajre n^quirenient has been met, stands to lose a future 
l)enefit which is <nu rently worth some i?*2,200. If a worker were offereil 
this amount in cash to stay on the job for a year or two iWfiv. most 
wouhl trive it stM-ious consideration. 

If the private ivtirenu^nt systeni 1ms, in fact, a nuijor impact on the 
propensity of the covered work force to clianjze jobs, theiv shouhl be 
i«onie eviiience of declininji quit rates an<l inci'easinir tenure concen- 
trated in the hijrhly covered industries and among older employees 
who are most likely to be near the age and service requirements for 
vesting or early retiivment- Since nine*tenths of the jriowth in cover- 
age over tlie last decade came from expansion of existing plans, it is a 
safe assimiption that the impacts of expanding coverage are greatest 
in the already most intensively covered imhistries: in other words, 
there is a reason for expecting* sonic diffei*ential changes between in- 
dustries if private retirement plans have had an impact. 

Looking first at the job tenure data, the evidence indicates that over 
tlie sixties, there has been no increase in the median tenure of the 
work force, even for workers 45 years and older (table 19)* In 1963^ 

Table 19. — Otrr the .^ixUfs, then ha<f been no increase in the median 
tenure of the 'itorkjorce, erenjor workers 45 years and older 
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tho typinil worUor luul Ihh'm on Ins curmit job for 4X> yoai*s: in 1066 
it was an«l in lU{\>i it was :5.S. Anionjr 4a- to r4-yinir-old mules, the 
(leHine was U»ss, from 11.4yoars in inn:Uo ll.:iyear« in 196S, but there 
was no inrrenso: whilo unmn^ to ({4-yoar-olil mnlos« there was a 
very slight rise in tenure^ from 14.7 to 14.K years. If private retirement 
pUuis contribnteil to an incmise in job tenuiv. their impact, even 
anionjT tlie obler rohorts whidi wnbl l)e expected to be niore affect^d^ 
was bahinced in the sixties by other faetors oiienitinjr in the opposite 
dire<*tions« for instance, the tight labor market which facilitated more 
frnjuent job <»hanjjinjf or the Vietnam war which may have lowered 
tcniut' by witlulrawinjr youn}rcr workers fnmx the hjlw^r force. 

Hrcakmir down the job tenuiv thita by industry, and focusing only 
on males 4."i years old an<l over, there is no evidence of a correlation 
lH»tween tn^nsion coverage and tenure chanjres (table 20). Tenure in* 
creased sifrnificantly between 190:J and IHOS in the highly covered 
transportation and utilities industries: but ir rose even more in whote- 
s:ilc and retail traile wlu^re coverage is low. nud it a<-tually declined in 
durable nuinufacturing which is highly covered. 



Table 20, — Breaking down the job tennre data by Induf^tnj, and foeuHing 
oiiiy OH inahs yfar.v otd and orer, there isi 7io evidence of correlaiion 
between p( n^^ion coet raye and ten ure changes 
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(^nit rate <lnta also show little evidence of the impact of retirement 
plans nil labor niobility. In nmnufacturinfr. for example* the quit rate 
per ino cmplnyws wa.^ 1.5 in 1050: in 1962 it fell sJijjhtly to 1.4, but 
then it H)s<« to l.i) in 1!H55 and 2.(5 in IMiU^' Over the same time, con- 
tributions per worker for j)rivate retireuicnt plans in manufacturing 
estal;Iishnu»nts doubled.^* I^kiu^ on an industry-by-industry basis, 



Motithhi fMhor /•»# r/rir. Vul. i^l No. 7. Jnly 1H70. p. nCi. 
"'•Employee (N»tn|)ensation Reached $4X4 An Hour In 1071." XeWK Reloa-se bj 
Bnreaa ot l4ibor KtatlsticRt November 23, 1071. 
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there is no appat*ent relationship between changes in quit rates over 
the sixties and either the incidence of coverage or the extent of con- 
tributions to private retirement plans (table 21). When selected indus- 
tries are classified into high, medium, and low coverage groups ac- 
cording to the pen'ent of workei's covered and the percent of payroll 
contributed where there is coverage, the <iuit rate rose by an average 
of 152 percent in the high coverage industries between 1060 and 10(JO, 
while it rose by only 110 percent in the low coverage industries. Put in 
another way, vohuitarv labor mobilitv increased mast in those indus- 
tries with the greatest incidence and largest exi)enditurcs for private 
retirement plans. 

Table 21. — On an infiusfr}f-bjf-!ndui^tr}f bastSj there is no apparent 
relationship between changes in quit rates over the sixties am either 
the- incidence of coverage or ths extent oj contributions to private re-^ 
tirement plans 
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*'l Selective Effect 

Although the impact of private retirement plans on labor mobility 
does not Hiow up in aggregate job tenure and quit rate statistics dur- 
ing the 1963 to 1968 period, there -s some evidence of an interaction 
when pension-covered estflbliatimonts are comi)ared to those without 
plans, and when the behavior of covered workers is compared to those 
without coverage. A 1965 seven-city survey of establishments wiUi 60 
or more employees found in the aggregate, for most industries, and for 
most ago groups, that the number of quits per 100 employees were 
usually lower in establishuients with pension plans (table ±2). In par- 
ticular, covered workers 45 to 64 were three times less likely to quit 
than those without coverage; among workers under 45, those outside 
plans were half again as likely to leave. It must l>e noted, however, that 
sevei-al characteiKt ics of covered establishments other than coverage, 
per se, probablv al so affect the mobility of workei-s: pension covered 
firms are more* frequent Iv unionized and may have more "attached^ 
emplovces because of seniority or other provisions: emplovei-s with 
high quit rates raielv have pension plans; and high wage firms are 
usually those which Van afford retirement contributions. In other 
words; the firms with the lowest quit rates ' .e likely to have the hiffher 
wages, hotter working conditions, and greater job security, as well as 
pension coverage. 




TM'rceut of all whites who were not eligible for pension l)enefit? changed 
iniplovers, compared with only 8.4 percent of thos(> who were eligible 
rtab ''23^. The differential was especially noticeable m nmnufactur- 
ing. whei4 10.T percent of the noneligibles changed omployment volun- 
tarily, compai-ed with only 6 percent of the eiiffibles. These diffei- 
entinls occurred for workers with Iwtli long and short ionure. 

Thou'rh older male workerr- not eliirible for pensions were half again 
as likelv to change employers Iwtween 1066 and IMu as those who 
were elijnhle. the pension it«olf was only one of the ..ixmns. To some 
extent, tlie highlv mobile workei-s might have been more likely to be 
inerKTible for pi'iisions l)ecausc of past job changes. Higher p.ud work- 
ei-s who were more likely to be covered were also Ipss likelv t() chaiiffe 
ioi)s vf)lunt.irilv. For instnm- . -26.5 percent of white males initialiy 
ai'iMl 4.n to 59 who earned les.s dmn $2 per hour changetl employers vol- 
nntarily l)etw('en 19(56 ami 1067. comparod with 9.T pen-ent of tliose 
eurniiig between $2 and >?2.90. and 0.0 percent of those earning or 
more." Thus, for males in their preretireme- 1 years, eligibility .for a 
pension alone undoubtedly had an impac*, but it explained only a part 

" Snecial tabulations were made from a H-j-car loiiRltudinal study of ma leu 
Initially ased 45 to HO beinc conductetl by the Center for Human Resoxircea Ite- 
search under a «rant from the Maniwwer Adiulnlstratton. 
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of the 50*perccnt (UfTorontial in voluntary turnover l>etween workers in 
covered and uncovered jobs. Affffrepate data on quit rates which lump 
together co%-pred and uncciverea workers, l)his females (who arc less 
likely to be covered or long tenured) and younger workers who are far 
less fikely to lie cin*eml in or affected by retirement plans an<l far more 
likely to change jobs* obviously Hwump any retiivment plan impa<*t 
atfei^tinj; mainly the older nmle worker with over 10 yeai-s teimre. 

Why the Impof't Ua% Xot Been Gteah v 

Rased on the e.stiiunted costs of job changing indicated by the provi- 
sions of retii-ement plans* one might expc*<*t that their growtli and 
er.rit'hment over the last d'M-ade wotdd have ha<l a nnu'h more notice- 
able impart on labor mobility than is revealed by the aizsrrrgjite data. 

some extent it is undoubtedly true that the erfert was disimised 
ctiuse tight labor markets increased job opportunities and stimulated 
job changing. Hut there are other factoi-s relate<l to the retirenuMit sys- 
tem alone whidi may explain its limitcil im])act« For one thing, any 
immob.li/.ing etfct-t of in^ivared xwmX nmre wides[>rea«l Innictits <'oulcl 
have Ik^cu balancetl by the trend toward earlier vesting and retire- 
ment, and by the growtli of mnltieniplnyer plans witli their portability. 
In IJMy to r.MjrJ, only percent of ci)veivd worker* were in pensi<in 
plans with vestitig provisions, compare<t with 77 pereent in 1!M>I>: the 
percentage covere<l by early retiivmont provisions increasecl from 75 to 
s7 percent.^'^ For plans with vesting, there was some easing of age ainl 
s^ rvire miuirements.^- Over the same time, multiemployer plans with 
portability \ o>v from lTv to :i(> percent of covered workers. ' All of these 
changes could have oir^^t some of tlu* nejj'Uive imnaet of higher pen- 
sion on abor mobility. Of <'onrse, if V accepted as an explanation, 
continuing trends toward earlier vestiuju and retirement and increased 
portability nuiy also affect to some extent any further impact due to 
ri'^ing benefits over t he next decade. 

The evidence is tenuous, but supportive. During tlie fifties, when 
coverage under pension plans was growing most rapidly, the propor- 
tion of workei-s whose decisions could be affected by these plans also 
ros<\ Over the decade, there was a noticeable decline in labor mobility. 
During the sixties, on the other hand, the major thrust was toward 
development of existinjr p'ans rather than growth in coverage; and 
job tenure fell w^hile quit rates increased. Job changing may have been 
discouraged by tlie increasing stakes involved, but facilitated by 
earlier vesting. 

Another important reason whv retirement plans mav have had little 
impact on mobility patterns is that the average worker contemplating 
a jol) change may not be entirely rational. In some cases, he or she 
mav be highly dissatisfied and emotional, ready to leave his job "come 
hell or hig h water." More often, he or she may sin.;))y fail to realize 

" Harr^ B. Davis and Arnold Strasser, -Trivate Pension Plans lOflO to 1909: 
An < Overview/* op. Ht, p. 46. 

^Mjankers Trnst Co.. 1910 Stuiu of Mn$Mal Retirement Ptans. rxew York- 
Bankeni Trust Co., 1970), pp. 11-12. 

'"Harry E. Davlf« and Arnold Strasser, "Private Pension Plans 1960 to 1069; 
An I Kvrview.*' oji. cit., p. 46. 
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the potential loss- There arc no ffoocl statistics available on the knowl- 
edge covered workei'S may have of pension provisions, bnt nianv nmy 
not realize they are covered or that they will lose iHsnsion rights by 
moving to another job. Those who do idealize that they will lose a 
ftUure l)cnetit may have an extremely high |)ei^nal discount rate on 
fntiuv income, not caring nmch whether they get $i'>0 or $100 more a 
mouth 20 or yeai'S away. 

For the rational worker contemplating a job change, it is also true 
tliat ]M)ssible i)ension lossis are only one of the factors which nmst be 
considered. Evidence indicates that most voluntary job changers leave 
for jobs which they find mon» satisfactory an<l mom remunerative^*^ 
In many cases, these greater satisfactions and income increments may 
excecvl the pension losses. A few rents an hour more pay spread over 
a numlM»r of years can more than make up for the past deferrals of a 
few cents an hour wliich are given up, Tbo important iwint is that job 
changing <leoisions involve many factors, and any increase in potential 
I^ensicm losses will only affect some marginal number of all possible 
job <^hang<»rs where it raises their costs over benefits, 

Mf>roover. {Ycnsion loss possibilities are an important factor for only 
a snmll proportion of all covered workers who might Iw considering 
job <*hanges. Workers who are already vested have (or at least they 
probably feel they have)^ little to gain by staying with their present 
plan if they can transfer into a job with equal benefits. Young workers 
nearing vesting age are not too affected oecause the promised bene- 
fits which have accrued are usually small and are payable so far in 
tlie futiu'c* tliat thcv have n very low pi-esent value. It is probably only 
the workei's who are one or two years from reaching the agv* and serv- 
ice requirements for early retirement, or else tho«e near (jualifyiug for 
vesting after many years of work, who are significantly influenced by 
their retimnent plans. To the extent that pension considerations only 
affect workers close to qualification for benefits, they »nay pogjpone 
rather than deter job changing* 

When all these factors are considered* it is understandable why 
private retiirment plans have not **indentured^* the work force. ManV 
workei-s are affected to some degree during some periods of their work 
lives, but in the aggregate, t)ie impact on labor mobility rates has been 
only marginal. 

The future is uncertain* There is no way of knowing whether 
workers have yet beconie fully aware of the implications of their re- 
tirement plans, or, if not, how soon or wliether this will occur. Trends 
toward (»arlier vesting, portabilitv* and early retirement are likely to 
continue with or without Federal legislation, and these developments 
will act to balance the increasing immobilijcation which will result from 
higher stake? in the retirement package. In general terms, there is little 
reason to think that retirement plans will have anv dramatically in- 
creasing impact on this front. They will augment other factors reduc- 
ing lal)or mobility, but they should continue to be only a minor deter- 
mmant of whether the economy has an adequate amount of flexibility 
to continue its growth. 



^Herhert Pamoff. et Thr Prr nrUremmf Yenrn. Mfinfmwpr Rej^teflrrh Mono- 
ftrttph Xo. in (W:)»hl*'irfon: U.S. Government Printlnsr Office. IIK!^;). 
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r». UKTinKMKXT Pu\xs AND KfrnnKMF.ST Pattkunh 
Ail Earlier Exit 

The major purpose of a pension or deferred profit-sharing plan is to 

{>rovide for retirement. It is to be expected, therefore, that the major 
abor market impact will be on the retirement patterns of covei'eci 
workers. The normal retirement age which determines when full bene* 
fits are available usually serves as the benchmark of both employers 
and employees. The level of benefits*, to some extent, influences the 
relative attractiveness of continued work at the same job, retirement 
from this job with reemployment elsewhere, or complete withdrawal 
from the labor force. (Ceteris paribus, a higher benefit increases the 
attractiveness of the latter two options and encourages retirement from 
the covered job at the normal retirement age. With the growth of early 
retirement provisions* however, and the increased benefits which they 

f>rovide, it hecomeH increasingly feasible for a minority of workers to 
eave before normal retirement. The nioney may provide a cushion if 
retirement is necessary for health or other reasons* or it may actually 
provide the incentive or wherewithal to leave a job for leisure or an- 
other pursuit. Retirement plans may also have an impact on workers 
at or beyond the nonnal retirement agd who want to continue on the 
job« since many plans contain mandatory retirement provisions re- 
quiring the worker to take the pension immediately, forcing an earlier 
retirement than might be desired by the employee. In all these ways, 
the presence of the |)ension or deferred profit-sharing plans tend to 
lower the age of retirement from covered jobs. 

Gianges in the provisions of pension and profit-sharing plans should 
have augmented this impact. First early retirement provisions have 
spread and become more lil)eraL Xearly 9 out of 10 workers were in 
plans with early retirement provisions in 1969* compared with 3 out 
of 4 in 1962 and 1963. In 1969, 75 percent of these workers could 
qualify for early retirement at less than age 60, compared with 60 per- 
cent in 1962 to 1963.* According to a survey of the most progressive 
plans, there ha^ also l)een a ma&ed trend toward higher early retire- 
ment benefits, both absolutely and relative to the benefits at normal 
retirement. In 1965, only 17 percent of all collectively bargained na- 
tional plans in the Bankers Trust sun-ey paid an earlv retirement 
l)enefit which was reduced from the normal benefit by less than the 
actuarial equivalent: that is, the amount needed to make up for the 
higher cost of providing the benefit sooner. By 1970, three-fourths of 
these plans paid early retirement benefits with less than the actuarial 
equivalent reduction.' In other words, these plans had been changed 



' Harry K, Davi» and Arnold Strasser, 'Trlvate Pensloa PlanSi 1960 to 1969: 
an overview* ''Mmihly Labor Review, July 1970t 40. 

* Bankers Trust ComiiaQy« IB'it Study of Indwtrial Retiremeni Plan9 (New 
York : Baakers Trust Co., 1970). p. 14. 

(72) 
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to make early retirement somewhat more attractive to the employee 
relative to normal retirement* 

Xormal retirement apes under pension plans have also been lowered 
signifieantly (table 24), In 1062 to 1963, only 12 percent of all covered 
wwkers were in plans with a normal retirement age less than 65. By 
1«69, the proportion had increased to 31 percent. While 65 is still the 
most frequent retirement age, 62 has become much more important, 
since this is also the qualifying point for reduced social security bene- 
fits* An imp jrtant trend is the increasing proportion of plans with 
service only rather than age and service requirements for retirement. 
While in many cases the requisite period of service is so long that most 
qualifying workers are 65. there are other cases wlrere much younger 
workers can retire and receive a full pension immediately. 

Table 24. — Noiittcl retirmmt aaes vnder pension plam have aiso been 

lov:erea siign ificantly 



N<» agp requirement. 

•V) and under 60 

HO tfi 62. . - 

62 to 64 

05 

Over 65 



1 
10 

1 

88 



■I 



8 
14 

68 



.<oun i»: Ham* E. DavU and Arij'>l'l :4tra<w. 'Trlvato Tension Man5, l*)60-60: An Ovprvl<^w/* .\/oi4Wf 
Lahor Review, Volume 93. No. 7. July I'.Ci). p. 46. 

Mandatory retirement provisions under pension plans have also 
changed, making it somewhat less feasible for covered workers to con- 
tinue on their jobs past the normal retirement aj^. Automatic retire- 
ment provisions under which workers have to retire at a stipulated' age 
have to some extent replaced compulsory provisions which permit the 
worker to continue with the employer's pemission. In 1963, naif of all 
covered workers were under compulsoiy provisions^ compared with 
only 42 percent in 1970* On the other hand^ only 19 percent were in 
plans with automatic retirement provisions in 1963, compared with 
24 percent in 1970. Put in another way, 11 percent of covered workers 
haa to retire without option at a^ 68 or earlier in 1963, compared with 
16 percent in 1970.' Overall, the impact of these changes is not highly 
significant The slight shift from compulsory to automatic retirement 
provisions may reflect the greater difficulty of administering the for* 
mer more than the attempt to phase out workers at an earlier age. 

Private retirement plans, and changes in their provisions over the 
last decade, have undoubtedly been a factor in the earlier retirement 
patterns of older workers and their consequently declining labor force 
participation rates. A worker can retire from a job under a pension or 
deferred profit-sharing plan without retiring from the labor force, but 
only a minority of retirees in fact seek other work and not all find it, 
»o that earlier retirement often means earlier withdrawal from the 

■ it. p. 37: and special tabulntlonfi by the 



*Thr OMrr Amnicnn TTorfrm «>p. 
Rttreatt of I«abor Statistics, 



74 



labor force. ThonjrH a number of other factors are involved, and are 
uiwloubtcdlv of more importance than i)ension or profit -shaving plans 
alone^ the private retirement system Imis contributed to the dcclming 
lalmr force participation rates of older cohorts in the i>opulation 
(table 25). This has been especially noticeable for males, where the 
rate for those 65 and over declined from 40 percent in 195r> to 20 per- 
cent in 1970. For 55- to 64-year-old males there has been a modest but 
srtill significant decline, ftom 88 to 82 percent. Among females, 
the trend toward earlier withdrawal is not apparent becaust of rising 
labor force participation among women of all ages, though there has 
been a modest decline in the rate for women 65 and older. Smce males 
are most likely to be covered by pension plans, more likelv to work at 
one job long enough to qualify, and are thus more than twice as likely 
to eventually receive a benefit, retirement olans have a greater impact 
on their retirement patterns.* The impact is easier to discern since 
most men work or look for work most of their lives until they retire, 
while women more frequently enter and leave the labor force. To iso- 
late the influence of retirement plans, it is therefore necessarj' and 
probablv iustified to concentrate attention on the liehavior of older 
's. an.l to nPi^umc that generally the same holds for a pmnllor ))ro- 
pf i » ion f>f older females. 

Table 25. Tfic prhate rfflremenf ajiftfm ham cmirjhv1e<1 to fhe declmmg 

labor force participation rateft of older cohorts in the population 
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Pimrrn: Manro'rtr Hfpvt ofth, I'rr,i<tfnt. lS7t (Washington: r.S. Oovpnunpnt rrintin« i)lIl<o. m >). 

For men. retirement usual'v beconios a eon.sidcration in tlie late 
fifties (»r oarlv sixties. Among those aged 4r> to r.4. 04 percent were 
Inlmr fmre pnilieipants in 1071. compared with SO poreent among 
.16 to .-)9-vear-olds and 74 percent among 60- to C4-vear-olds, with a 
rediietioii at 0-i when reduced social security benefits Ijecomc avail- 
able." At acre 65. there is a dramatic decline as workers become quali- 
fied for full social security benefits; the jiaHicipation rjite droi)s to 
:a) percent among 65-year-olds.*» It then continties to f.i(l more slowly 
to ;U> percent for thos<' aged 05 to 60, and 17 percent for tho.se aged 
70 ana over. 

* I.enore E. Blxby and Virginia Reno, "Second Pensions Among Xewl.v Entitled 
Workers : Survey of New Bencflclaries," Social Security Bulletin, vol. 3.3, No. 11. 
II. n. 

* Employment and Earning*, Vol. 18. No. 7. January 1972. p. I i8. 

*The Employment Problems of Older Workers, U.S. Department of I.nl«'r. 
Bureau of iMltot Statistics, Bulletin 1721 (Washington : t;.H. Oovernnu-nf I'rlnt 
IngOffice, 1971),p. 3. 
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Sineo luoro than tluw-fonrtha of covorod workcMS an; m plans with 
oarlv ivtiivnu'nt nuninuinis under age 02, those provisions may have 
an unpai t on n>tiivniHU patterns of workei-s 55 to Gi>, nioujrli not a 
niaior one sin.v full In^iefits wouUl he reduced and SiTVieo would be 
liniitetU providin«r ofdv a portion of the benefit which wouUl 
received bv renniniuir on the job until normal retiienuMit ape or until 
ixi:v Citi. whvii sx ial seeurity benefits are available to supplement pri- 
vate retirement i>hin payments^ 

Ftir workers, ace 6-2 to earlv retirement becomes a much more 
realistic alternative. The loss in 'monthly b<Miefits from acceptmfr a 
pension immediatelv rather than waitinjr until normal retirement ajre . 
inav be small, especially where less than the actuarial equivalent is 
subtracted from the normal retirement benefit. Durinfr this period, 
some lonif'Si^rvice workers may also qualify for Wnefits under normal 
retireme nt provisions, since •25 percent of covered workers are in plans 
with a normal retirenuMit age h^ss than 05, and 6 percent have no 
aire requirement/ 
' Tlu- niarkeil decline in labor force participation at ajre do is cer- 
tainlv infhu nced bv the fact that this is the most frequent normal 
retirement aire in i>rivate plans. Koujrhly 7 out of 10 pension-covered 
workers qnalilfv for the normal benelits at this affe.^ Some of these 
will voluntarilV retire, but others will lie forced out of their Jobs, 
since :)7 peivcm are covered by compulsory retirement provisions. 
a?ni ptsvi ut by automatic retnvment provisions which take effect 
at this tiun-.-' 

For still uUh^r workc»rs, compulsory and automatic retirement pro- 
visions will have an impact on the continued labor force participation 
rates in co\ cretl employment. I5ut in the ajrfrrepite. other factors will 
probablv pivdominate'since percent of the working males ape (55 
ami over are in part-time jobs*^'' :iG percentMire self-employed,*^ and 
many Ikivc movr<l into tlie tvpes of jobs available to older workers 
whicli WW usually not covered by jK^nsion plans. 

I'rivate retiivment plans and other provisions are only one of the 
factors <rovernin{r the retirement <h*cision at each of these junctures. 
Obvioir^lv. the qualilication for reduced social security benefits at a^^* 
fiii and full bcm-tits at ajire «5 are even more important, since these 
atf(H:t more worke rs and since even for covered workers social security 
benefits are c)ficn larger than the available pension or profit-Jiaring 
anmiitv-^- Healtlu job discontinuance, family responsibilities, and a 
numbeV of other factors are also important at ditferent stages**-^ The 
<iillic ulty is to isolate the separate influence of private retirement plans. 

• Harry K. l>nvi< and Arnold Strasser, "Private Pension Plans, 1960 to 
All < u ♦•rvi<AV." cit.. p. 49. 

• liata provided throujrh a special tabulation by the Bureau of Labor Statistlcg. 
^"Munprnrcr Report of the Preiident^ 1972 (Washington: U.S. Government 

Printing: Office, p. 191. ^ . ^ « ^ 4 

"Patlenr-e Latiriat and William Rabin. **Mer Who Halm Benefits Before Age 

CiS.** Soeiftl SrcuHtti BuUetin, Nov. 1970, p. 20. 
^Walter W. Koli»driibetz. "Private and Public Retirement Pensions: I'indlnKa 

From the V.m Survey of the Aged/* Social Scouritp Bulletin, v^' S3. No. 9. 

Sept. 1970. p. ir>. ^ ^ 

» A. J. Jaffe. ^'The Retirement Dilemma/' Industrial Ocrontctogv, No. 14, mino- 

nier 1972. pp. l.>-2n. 
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The "luiihfl!< tin ment Tlm< liomh'" 

T!i<' iin|>:u-t (if early rctimiu'iit provisions is a controvorsial issue. 
Ill iifjrotijitions with (tciicral Motors in lt>71.tlu' I'nitcd Auto Workers* 
<leiu;ui.(e(i full retirenieiit iM'iielits at any aL'o after :50 vears (.f serviic. 
Its e\tstin;r plan. ney:()tiate(l in 1!>C-I. proviiletl .<Ki() a nionili for work- 
ers n'tirmjr at njrc <«» with :iO years of service. In tliat vear, the nuni- 
jier of L-tirees went ij) threefold. in<-lmlinir nmnv skilled eraftsnien. 
I he company was. therefore, reluetaiit to liU'rali/.e its In-neHts furtlier. 
In 1!»T1. it laul hourly emplovees with :Jo veai*s of serviee or 

more (out of some nTO.oOo in the (olleVtive harjrainmjr unit) ami there 
were •J4.2:'..'i witlrlH'twej'n -^."i antl 25> ve:;rs of servire. liased on earlier 
oxperienct;. (JM estimated that S(in<i „f those imniediatelv elipMe 
wouhl retin* early, raisinjr pc-nsion pavments immediatelv tVom ^I'.'-J 
nnllion to >-ii4t> million. In ad<lition. a'larjre numlier of Inehlv skilled 
worker-- would W lost. involviii<r a substantial eost for 'traininir 
replaeenients.'* 

The final airn-eiuMit between CJM and T.VWdid not provide for ";5') 
and out, but it did allow for a worker to retire at HK with a full pen- 
si<m as of ()..tolH'r 1, UCl. and 50 as of October 1, VM'l. The earlv re- 
tirement benefit was raised to $:.()() monthly until ajr»' <'•'• and qualifiea- 
tmn tor full social security at whi'-h tin'ie it would Weome $7.r.<> a 
montlj for each year of sc-rvice. Workers with :5() years of service <'ould 
reine ev<'ti before the early retirenient aire witll an 8-percent reduc- 
tion m benefits for each year. Thus, a .'»0.vear-old with 30 %ears of serv- 
ice could retire as of October 1. 1J»7:>. with $-2(J() a month, and a 55- 
year-old with 1M<;m. It was estimated that these chaiiircs would cost the 
' oriipany lM>t\' eeii 7 and 1:5 cents uiurei>e. man-hour. More importani Iv. 
'.t set a precedent for early retirement based on service alone. As I'AW 
rresident ^Kamrd Wood<-o<-k put it. "It is now dearly established that 
a w<)rker with :',(» years of seni(»rity has the richt'to retire with a 
jiension.** 

The TAW and other larjre industrial unions sin'li as the Tnited 
.**'eel Workers, are likely to continue to press for early retirement on 
full iH'nefits without ajre rest ri'-t ions. Tlie costs will l)e sijrnifieant. Pro- 
lectiiijr tl tiTiulj? into thf* future. l»u>iin(S!5 spokosmoii hnvo f*lniiiUMl 
that the Xntion i.« livinjnr with an *vnr]y reth-euicnt time honih/* when* 
?»ensions will lend to earlier and earlier retirement, pnttinir inereasinir 
hnrdens on linsines?, havirijr f;ne«tionahle lonjr-nni benefits to n^tirees, 
an<l a ne^rntive impaet on the ei'onon^y.^*^ 

T!ie<i» ( laiins have sonu» hasi?5 in faVt. All evidence indientes that tlie 
araila?Mlity and niairnitucle of early retirement pension.* are a major 
deTprniinnint of voluntary early retiivment, espceialh after ajre 02 
\y!ion ^^ocinl security is available or in \A\\\\< \\\x\\ a levVl earninir? op- 
tion pay ijiore until (lunlificution for .social securitv so tliat i-e- 

tir»»nient in(*c»me is constant. 

If benefit-- are expanded, more worker* will retire at an earlier aire. 
Aiiionjr rc'- to <U-voar-ol<l niale^^ wlio left the labor force in the latter 



'* -llie Karl.v Rotiremt*iit Time Rnmli/' yatiofrg BunineHf^. voL HO, Xn. 2. FeK 
j.r». 2< 1^-24. 
TM.l.. p. 24. 
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lialf of llMis and lv^ri^toml for >uru\\ -viuu it\\tlu* pen i^ntajro \ylio luid 
waiitod to rotiro was diitvtly i)roiK)rtionate*to tin* K»vvl of ivtiivimMit 
income (fhart 2), As pension ami di^fvrml profit-sharing annuities 
raise potential retirnnent incomes, it is thvivfore likely tliat tlie pro- 
portion nf workers who want to and ch> retire varly will inerea^c^ 

Chakt 2, — AinoniT r»2- to ri4-year-old males who h»ft tlu* lal)or force 
' 4 the latter half of HMJs'and n*trist(»red for soeial seeurity. the 
pereentaire who had wanted to i-etire was directly proportionate 
to the lex el of retirena»nt in^-ome. 
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Sot WK: Virginia Reno. "Why Men Stop Working At ^^r Before Ape ^lA/* 
/''/lOr/ Supnhtr .S<M»ial Security Administration, U.S. Department of Health. 
KJiu ati«»a. and Wt-lfare. May 1071. p. U7. 

Stmlies of work<»rs* plans for earlv retirement also re\eal th(» itn- 
portanei» of e\p4»eie<l ineonie. liarfiehl and Morjrans study in r.H*r <;7 
f<>unclthat "iinaneial ffietors — primarily experted retin nient ineonie — 
an» of j)rin«Mpal iniportan«-e in tin* retiretnent <leeision, with attitndinal 
variahle< iia\in*r le-s inlhjene*\ though operatinjr iti exp'.M*ted dire<-- 
tiotis." A \WJ followup of autoniohih* nianufaeturinjr workc^rs v 1m 
were ."i^ to r,i it) the 11h;<; r.7 *nrvt»v fouml that ov(»r two thirds had 
alrejulv retiri^l. Mo.-f <}{ thor-e who l;..d phunu <l early retirement had 
rerin d within a year of the anti<-ipatt»d time, with th<* nmjority retir- 



UielKinl narfhM !in'l James M»»nrnn. **K:'rly K^tlroment: Tl» • PeHsinn and 
the Kvperi«»nre.'* a!«'»tra**t hi lifh-Atri'tl //4'//o'///. vol. 4. wiM- r 11*70. pp. :?4- 
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injr at prwiselv tlio oxpocte^l nixv. Most o? tlic^ planning later retire* 
ment luul also' retired before age 05.^* Tais suggests that when early 
retimiumt lienefits arc lucrative^ many of those who think they will 
continue workinir ohanjre their minds "as health deteriorates or prob- 
lems ocowr on tlu» job. Retirement expectation studies may, therefore* 
understate tlie influence of early retirement income, 

A comprehensive longitudinal survey of males in their "pre-retire- 
ment years/' initially 4.1 to 50, considered a variety of factors which 
mijrht^ influence tlie expectation to retire earlyJ* These included: 
financial nee<K resourc(»s in the absence of work* health* oceupation* 
education^ cummitnient to work* ^^titudes toward work* itice, and 
covi»ratre by m petisinTi phuK A stepwise regressicr of these variables 
foiuul tluct tlie .-ingle tnost important fnctor governing early i*etire- 
ment exp« ^ TMtNjns was pension coverage. Overall. percent of the 
covered malts expc»cted to retire early, compared with only Is ])ercent 
of thosi' not eov(»red by pension plans. Length of service under 
covered plans, whieb usually determines qualification for early retire- 
ment, w.ts who a significant variable, wnth 30 percent of covered 
workers with 15 or more years of service planning to retire early 
eompnrcMl with 2(\ i>ereeiit of those with less. A final significant van- 
able was wli»'(ber the worker was in the public or private sector; 
un<ler more lucrative government I'etirement plans, >2 percent of long- 
tenure worker-^ (»xpected to retire early compared with 36 percent of 
those in the private sector."*^ Clearly, the availability of an early 
retirenu'Ut pension, especially the lucrative one which usually co\ers 
govenunent wcukers JS a major factor in the voluntary decision to 
n't ire early. 

The critir'al i^sue. howeven is the extent to which present and fu- 
ture tr<»nds in private pension an * profit-sharing plans permitting or 
encouraging earlier retirement wJl incrementally affect retirement 
pattern^. It must first l>c detennined how changes have affected covered 
workers, and then their impact must be estimated on the retirement 
patterns of tlie entire work force. 

Ideallv, one would like to know how much each dollar in retirement 
income Increases the propensity and ability to retire early* No time 
Stories data are available to get even a crude Cotimate of this relation- 
shi]). and there are staggering conceptual problems since onlv real 
income gain? should be considered* and perhaps only in relation to 
pre-retirerricTit income, and since the marginal relationship may be 
cliffc reTit at varying iiunmie levels. To get a sense of magnitude, how- 
ever* sonte estimates can l)e made from the cross-sectional data in 
chart '2. 

Median soeial seeuritv benefits for male retire.^s and registrants for 
social security iMjred fit? to fil in lOfiO were $1*300.^^ At this level, only 
3r> pereent of those leaving the work force hr'' '^oae so voluntarily* An 
aclditional i^l.UJd provided by a private retirement l)enefit would* raise 



Richard Barfield. The Autoniohite Workers atid Retirrwcnt: A Seconal Look 
(Ann AflK)r: Institute for Social Research, University of Michigan, J970). p. 49. 

^•HeTbePt S. Pnrnps nnd OlUiert Xestel. Retirement Expectations of MiMte* 
Aned X'en (Columbus. Ohio: Ohio State University, 1972). 

•ibitU p. 30. 

*Pationce Lanri'^t and WiUi ini R-^cbln. "M«»n Who Claim Benefit** Rpiore Age 
€5/* op. cit., p. 17. 
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iiuomo to Sj;i(MK an<l at tliis level. 4(5 |>er<ent of those retiriu;: had 
<-ho:=en to <lo so. If it is assumed that the likelihood of leaving the hilwr 
fon e for health reasons or joh discontinuaiu-e is the same amoiijr those 
with $-J.::nu retin»inent lu^iietit for those with ^IJUMK the risinjr propov- 
tion 't{ vohmturv it»tirees would mean thnt the nuuiher of early retir- 
ees inrrrasod l>v'two.tlurds with the ShiHH)extra iueoiue. This is.ohvi- 
nm]\\ an < \tn l»;elv rrude estimate: there is no assuranee that the like- 
lih<md of h( ahh pVt^hli ins or job disrontinuance is eonstant over this 
ri\nin\ or that . ru-s s^-. tional data ran be applied to prediet responses 
over time. Nt>\<»rth< l*»ss, this pvessome idea of seale. Kven if pension 
platis expand tn provide workers with an extra $l.nO() p annual retire- 
nii»nt income, there will l)e somethinf? in the majmitude of a two- 
thirds i-»i rrasr in early retirement. Since the averajr<\privato retire- 
ment Ik nc!it in l:>7o was <mly sL.Vio. sii -e the early n»tin»ment benefit 
is usually less than the nonnal retirement bonefih and sin^v unprove- 
niMits overtime must he reduced to the extent of risinireosts^the 5i<r<rre- 
frate imi>a<^^' of' risinjr early retirement benefit levels over the last 
dtM\ide nn thr* c^irlv retirement pattern? of covered workers? cannot have 
bi»en massivi*. 

Despite the.^e risinjr benefit levels, there is still n lonL' way to po be- 
fore the av(»rajre early retirement |>rovisions in pension or deferred 
protit'Sliarinjr plans provide a realistic income alternative to work. 
Kstimates for a s^implc of 10 plans with early retirement provisions 
Hiifrj£e>t that the montlily early retirement benefit is sij^iifieantly less 
than the normal retirement benefit, and it replaces only a small perrent- 
affo of earninirs (table 2(5). Amonjr the 10 plans, three do not pernnt 
earlv n^tirement at T>iu two at r»S. and one at 60. For a worker who would 
have yc»ars of .service and s?6,(>00 career averajre earniuirs if eontinu- 
injr work to ajre fin, the benefit available (in tho.«e plans permitting re- 
tirement) at 50, and C>(\ is only Sfib and rc^«pectiveh\ Put 
in anc^ther way. the worker retirinfr a^ ijre 56 pets only 11 penent of 
iiis average monthly earninjcrs over tl. i.reviotis 5 years, or :)0 ]>ercent 
of the l)enefit whiefi would be receiveu by remaining imtil rejrtjlar re- 
tirement. Even at ajre 62. the replacement rate of average earnings is 
only 18 i)errent. and the monthly benefit is le.ss than three- fotirths of 
wiuit would l)c receiv. 1 by remaining on tlie job another years. 
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The imtownrkotV n»tiivnu»nt plans and tliolr oarly retirement pat- 
terns are obviously atypical, and it is nusleadinfr to draw any •*;:^re- 
jrate conclusions from their experience. For one thin^;* the propensity 
to retire from af:s<»mbly-line jobs is hi^rher than in white collar em- 
ployment.-* Tlie sanic anomie which is manifest in excessive absentee- 
ijanu risinjr quit rates, and sometimes siioddy workmanship amonjr blue 
collar workers, is also refli>ctcd in the desire to get out as quickly as 
possible,^^ In particular, the study of early retirees under the auto 
plans sutrire??ts that problc^ms in the industry arising from intergenera- 
tional and interracial conflicts may have induced some workers to 
retire.** 

Anoth(»r r<»nson for the hiirh rate of retirement noted under the 
Gene ml Afotors plan is that changes in 1965 and 1071 not only raised 
the c;!r]y retirement benefit, but they extended it to workers at a 
yonnjrer asre» For instance, in 1971, workers with 30 years of service 
who were r»S rnther than 60, were allowed to retire and receive an 
um^ednced benefit. There were a number of workers with qualifying 
stTvire jiitimI r)>i to 00 who mifxlxt have wanted to retire but could not 
pi*eviously : ox\ro they retired under the new provisions, the proportion 
of work< rs \y\fh the tViuisite service choosinfT early retirement could be 
expected to level off. Put in another way^ the short-nm reaction to 
retirement i>Ian chanjres probably overstates the lonfr-run im|^act. 

But this does not deny that 'if workers in other industries were 
offered the :\ame $500 monthly pension available t^^ automobile workers, 
those with vears of sen*ice and ajre 58 would be much more likelv 
to retire earlv. The fact is that there are few workers this ape with 
such extensi e service, and little likelihood that such lucrative lienefit.*^ 
for early retirement will become widespread. The estimated cost of 
pension plan premiums and payments in all manufacturing industries 
in 1970 was 12 cents per payroll-hour.** The TJAW estimates that the 
extra costs of its 1971 settlement were 7 cents per payroll-houn with 
some analysts projecting a 12- to 13-cent-per-hour increase.** Put in 
another wnv. the cents per hour increase in contributions under Gen- 
eral Motors' plan was nearly as mtich as the average paid under all 
other ninmifnoturing plans. In the coming years, other industries may 
improve their early retirement provisions, but they also have a lot of 
catrhing Up to do in their normal retirement disability* vesting, and 
orher provisions, so that improvements will not be concentrated solely 
in th(M»arl v retirement area. 

Even if the :)0.and-out provisions became universal in private pen- 
sion plaiL^. it could affect only the minority of all workers who are 
long-tenured. According to social security data covering new recis- 
t runts in 10C9-70, 46 percent of males aged 02 to 65 had worked 25 
y»*ars or nion* at a single private sector job, and only 32 percent in one 

A. J» .Taff«». "The Retirement DlJemma.** op. clt. p. 30. 
^••lltTlif^rt S. Parnes, et nL. The Pre^Reiiretnent Years, vol. 1, Manpower Re- 
j;*-ar<-h .Mnnournph Xo. ir> (Waj?hington: U.S. Government Printing Office. 1970). 
uu :>*ia-J3o. 

=*Rirhnnl E. Barfield. TJie Auffmohite Workers and Retirement: A ftecond 

romrensatlon Reflchf»<l $4.54 an Hour in 1970.** news release hy 
Rtireau of Ln!»or StatlKtlcs. Xr»v. 23. 1971. 

••The Early Retirement Time Bomb." op. cit.. p. 22. 
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with u n timia nt plan. Only 17 i)ercont of women tlio same ajrc had 
wi^rkinl in a sinjrle job this ibnjr^ and only 0 percent in one which was 
f ^/ertnl Anionfj this minority of all older workers who miffht be af- 
feoted hy a ;5t^-and-out provision, some proportion would retire early 
anyway,* beoaupc of health problem?, layoffs, or personal desires : others 
would not want to retire earlv even if they could.*^ Ilcwe, even if all 
tK'nsion and i)rofit-sharinp platis had lilieral oarl^ retirement parol* 
lelinjr tlH)j«e in the automotive industry, cmly a minority of 62- 64- 
year-old workers would be able or would want to retire early l)ecause 
of availuble Wnefits. There is however, a U iijr way to go before the 
uverajre nen-ion plan nuitrhes thoi«e in the automobile industry. 

Nosmal and Maiulatory 12i tirement 

The t. a jor impact of pension plans is amonfr workers reaclunjf the 
normal retirement ajre, usually 65, and amoujff the somewhat older 
workers who continue on their jobs until reaching the mandatory re- 
tirement aire. The income from the private retirement plan, comtined 
with scM'ial security, alleviates the stark choice between penurv and 
cofitinucd work, jrivinflr the individual more freedom of choice. On the 
fjther han<l, the pension may also provide an excuse or means for 
the employiT to ]>hMse out older workers, even though the?^;^ individtials 
may want to . nntinne working. 

Amontf 6r>-year-olds registering for social security l)etween Julv 
lOfis nnd June 1070. 72 ])prcent of the men who were receiving a pri- 
vnte pi'U^^ion were not employed, compared with 17 percent ol those 
not iveeiving a pension. Among women, tlie 80 percent of recipients 
compared with the 25 percent of nonrccipients were not employetl."* 
Pen^iioners were less likely to have been driven by economic necessity 
to find part-time work after retirement, but they were also more likely 
to have been involuntarily n^tired from tVeir last job. For instance, 
tannnir fi5-year-old male pension beneficiaries who were not employed 
in July-December 1!)G8, the major reason for leaving the last job was 
manchltory ret irement : nonrccipients more often left because or health 
or job discontinuance (table 27). And though two-fifths of nil manda- 
tory ret in IS reported that they wanted to quit workings three-fifths 
wolild have liked to continue.^^ The uncovered worker who has no 
< lio!4v but to continue working is not likely to feel sorrj* for the pen- 
sion rcH-ipient who was involuntarily retired from his or her job but 
whf) h:i(l enouffh income to stay out of the labor force. Xevertheless, 
mandatory retirement is a concern to the older worker w) j would 
like to eontinue working on the covered job. 

Though some establishments witliout retirement plans may have 
compulsory or automatic retirement provisions, and establishments 
tuay also liave strictly enforced age policies even if these are not aiticu- 
ItttefK formal requirements are usually a part of the pension or profit- 



*^W*alter ' Kolodrabet«. "Chnracteristirs of Wnrkets With Pension Cover* 
nL'e in huv .'jit Job: Now Beneficiaries/* SocUil Security BuUcUn. Volume 34, 
\aml>erl? XovemherlWl.p. 14, 

*Ler'r*» K. lUxhy ami Vfnrlnja "fifCfwl Penslonf* Ainoiu! Newly En- 

tit If Worker!*: Siirvey of New BeneficlarieO Social Seouritp Bulletin, Vohuue 
Ximi»«*T n. November 1!>71. p. 7. 

Virtfiiiiu Keni/. 'Why Men Htop Working At or Before Age 05. o/>. cit. p. 20. 
S 
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of tit hfulih jah il <Otftfinfnihi*^ 

lli-alth . . . 14 .Ti 

J<«l> (i(^ifn*intKit)«*n. ........ 'Jt 

ManlatMry ftin'tumt . liU . 2«# 

Kfinilovrfinitutod 22 tfi 



Snurrf: Virginia "Why Mi n Stfir» WnrktiiL* At nr H- fnri" A »:.%." U<*]iiirt Nf. *\ iT**- 

I!niSua^>* Kimiluir«i rr«.m th<» Siarvi-y nf N^'w Urtiv;iri;iii<'>, M...v lid. :•. i iiil^n- •cri'l-Jit ti ». 

sliariiiir plaiK Tlu» Ajrt* I>isrriinination in KinploynuTjt Act of ir»07 
laadf it nrilavful fa- any i-iuplDVor to (lisrhar^i* an oniployoo atre<l 
40 to i*l sololy on tho hn.*^ i< of airi'. unless sui-li provisior.s woro part of 
a liona fi«lo (»inplf»yoo-lK n^'fit plan. Tho law n'Tept- f!w :is the ajro at 
wliirh njtnnlatr)iy Vctiivniont is not unlawful ai<rt» dis^-riniinatioTK Hut 
<tilK niM:t ri."! ami over airi' limits are institutcil as part itf poTision plar.« 
>i!H-c eniployi-rs an* ivlu«-tan{ ^^ liii* vfjikors without any lM-n<-nts. 
Fcair c)!it of livi* ui^w •^orial siM-arity n*L'^??trant wl-.irinjr •l^uly-DtM-eiabor 
VMVj who nM>ort*Ml mandatory provisions nn tla-ir most nM-(»nt jobs 
sa'd that they wen* al.^o rnvt»*n-«i l»y ponsifin plans: thwf' nx}t of five 
'if tljM-** r-nv<»re«l l»y p.^-iision ?»lans reportiMl a laanilatory »M"ov*sion.'*^ 
I).»-])ite this < f>riV]atinn hctwcoTi pension an<l nwinthitorv ivtirora<'nt 
provision f<ivj»rnir(\ the private n-tirein<*nt synteni n<»t banc-jillv re- 
>poii-ihic for the irrowinir ntunlwM- of f)](ler workers who must leave 
thoir johs invr)hintarily. There is nothinjr in pension plans. \)vv se« 
whirh makt»s it tnj»re rostly to rontiuue employin^r older w<»rkerp. For 
instnn<-4^ in plans cnverinsr a third of all workers, the normal retire- 
Mu'UX heta^flt does not increase, that is. -(»rvieo e'*r<iits are not earned* 
evoti if tht> einploy<»e eontinues workinjr p^^'^t the jiormal rerrement 
aire: in tliis ease/ it actually costs les*- tnuler the plan to continue 
i niployin^r the older worker ratluT than hirinjr younir<*r <aie. In plans 
ffiveiinjr atiother half c^f all workers, the <Mnpioyee may n-'-eive civdit 
for extra servic<». Init none for the actuarial piinf? ae«M-uin<r to the plan 
from the fat t tliat tlie nuniher of years oi expeeteil payout will be less 
the* later tlie n»tin»ment. ^ For in'stnnee. a $100 a month life annuity 
at ajre o:? cost- ^^in/jno in l!*7:i from a typical insurance company while 
ono at ajre r»7 cfi-t only ^PJJNm). - It i.«. therefore, hv^s exijonsive to 
emjiloy a worker over the retirement ajre in a plan with this type of 
provision than it is to re|)lai-e him witn a younjrer employee wno is 
earninir cqmd sen ice credit*^ toward a pension* If employers write in 
compulsory and automatic retirement provisions, it is rarelv because 
of dUferential pension costs. The reason for such provisions is simply 
the desire to phase out older workers for one reason or another. In 

" V|^^^ina 1*. Reno. "Compulsory Retirement Among Xewly Entitled TVorkers: 
Survev of New lienefieiaries."* SotHat Security BulUtin. Vol. 35, No. 2, March 1972» 

Ml. v^Jir^. 

" The Older Ameriran Ifor&cr, op. eit. p. 30 . 
* Calculated by ibe Franklin Life Insurance Co. 
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this sense, thv ava;!al>ility of the pension or profit-sharini? plan may 
permit employers to do what they want, but it is only the duex 
wachhrt. At little or no cost to employers, flexible retirement provi- 
sions could he added to private retireinc»nt plans. On the other hand« 
this niiffht l>e antithetical to tlu basic purpose of the plan, that is* to 
helj) ease out older workers* 

n^ thiiiff From Work and \ot Ju^t a Job 

Thi' Inhor niarkt^t impart of thr trends toward car'aor retirement 
frotM iolw (Hivend by pension and profit-sharing plans depends on 
\v}u*tlH»r \\\v early n»tinM»:s h/nve the lalmr force or look for other 
iobs to supj>l< nHVit their r«4irement incomes. Assuminjj that the will- 
inirtic^!^ til -ADrk is a function, amonir other factors, of the wajre or 
salaty whit^h «'Ould bo earnc»d by cfHitinuinir work and the retirement 
incoiiio \\]\\v\\ would be rer<»iv<»d by retirinjir* and also assuminff that 
un* i< f>rvlVrnMl to work. hd>or force participation can be expected 
to fall with ini-n-asin^r ivtin^ment benefits and involuntary termina- 
tii n fioiM job^ wbir^h j.iovide a hijrher wujre or salary t!ian cen be 
earned elsewhm*, 

I>:?hi on niilitary rrtin^es ..ho can h»ave after 20 years of service 
n-vral thr in;|K»i tance of tin* h»vel of n^tirement income in determininjr 
the jMobability i*{ r4»(»mi)lnyment (table 28). The ela.<?ticity of Ivihor 
for<v i>arti« ipition (that is* the ]M»rcent the lalior force participation 
rate falls witli <Tif*h p(»irent increase in retirement income) is especially 
biirl ?iiiioin^*' l(\^s (>(birated older workers, as mijrht be expected tr'»m 
die f.ict that what they can earn from reemployment, that is, what 
thev mu-r for-i^jro if they opt for leisure, is less. As an example, there 
is a A |»ere<»nt <l«*f-lino in tin* lal>or force participation of 5r> to 04- 
year-old ex-servicenicn with a hijrh school education for each 1 per- 
cent increase iu rvtiremc»nt income. If retirement benefits are doubled, 
tiie laboi' foreo paiticipatitm rate of recipients can be expected to 
fall by two-lift hr?. For tlie less than high school j?raduates in the 
sauH* wMi^ irroup. there is a three-fifths decline in participation rates 
wlu-n benefits are doubh^d. With increasing affe. the elasticity of labor 
fon-i' participation increases, which indicttt<»s a decline in"lH)th the 
desire v. \ ability to work and the level of incfnne which cam be 
earrusl. i c#r the r,:, juul fjver cohort with just a \\\^\\ school education. 
t!ie n re t,\ ]:i!:or forc<» participation would fall to zero: in other words* 
nobtj.ly V iMihi seek work\ if the elasticities held up over this income 
rani'^e. 

There is no reasf>n to believe that military retirees are any difi'erent 
than other in iividuals with the same ape* edticatiom and retirement 
Wnefits. so ti;at a.s retirement l>enefits increase, the proportion of recip- 
ientri wlui ^r«-k reenij>loyni(»nt vill fall. The impact will b<» p-eatest 
in eases of unskilled or selectively skilled workers who cannot find 
well-pay in^r jobs. an<l the impact will also be greater anion;? the older 
cohort 

Whatev^»r tli*.* exact relatioisship l>etween increased benefits and fall- 
infr labor force participation, it is clear that those who receive a private 
retii ena^nt unntiity are nuich less likely lo work than those who do not. 
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Tahle 28. — iMa un wllttanj r<//m-v Wm) can Uare any f!nu ajtrr 20 
ycai\^ vf actlir f^trnce irnal thv hnpovUtna of the Urel oj nfhrment 
income in deU mining the probabUity oJ nrmployment 
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12 years: 
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45 to 54 years 

55 to 04 years 

t»5 years or more- 
i:i to 15 years: 
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t>5 years I»r more*. 
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Suuri-f: liftt.* ??. M;t)iiM»oy tm\ Alun K« tVchtiT, *'The Kf<mi>micH nf \HUt;iry K»'lin»znrtit/* In Old Age 
hicnme Anfurnuct, Part /I » i»:ii>ors sul»;iiitt»-tl tn SubiMmmilttt*o <m Kteii l*olu*y. Joiht Economic Com- 
uiilU'e (\Vushiugti»n: l\S» ilovenmu»ut Triuting UlUce, ly07j, i>. \^ 

Amon^ iV2- to (55-ytMir-<)Ul soeial seeurity iv*risli :iuts hetwoen July llMiS 
and June 1{)7<). only '20 ivrccnt of niales who were reeeivinfj private 
pensions were oinpfovod currontly* compared with 60 por«'ent of non- 
* m:if)ieiU8. For females, 44 percent of nonrecipients, but only 16 per- 
cent of recipients were worlcinjr.^^ In part, this dilTerential reflects the 
fact tlmt low-wajrc workers usually not covered hy ])rivate ])ension 
plans rejjister for early social security btMiefits to sunplenient low 
\va^res« and in ptirt it reflects the fact tliat the self-employed who are 
most likely to continue workinjf are the least liP-ely to be covert^ by 
pensions. More important^ however, is the fact that the income private 
plans provide in addition to social security reduces the necessity to 
work. 

The same liohis true for older persons. The lOGft survey of the afred 
(i.e.. all persons 65 and over) found that amonfr married couples who 
received both OASDI and private pensions, 31 percent reported some 



^ r^»nore E. nixby and Virrinfn Reno. ••Second Pensions Among Newly Entitled 
Workers : Survey of New Benefleiarles/' op. clt., p. 6. 
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earnin^FS in the previous yeai^ compared with 4C percent of those re- 
ceiving soiMal security aloiie and 80 percent of those rcceivhig no retire- 
ment henelits. Aniouf? nonnuirried males, the proportions were 13, iiO, 
and i>ercent, respectively; anion;? nonniarried females they were 7, 
10, and 14 i)ercent^ respectively. Where 11) jiercent of the income of 
male recipients of both OASDl and private pensions comes from other 
sources inchidingr wa^es and salaries, *^^ese sources account for 48 per- 
cent of the income of older persons ^ Mvin*r OASDI alone. Clearly 
then, as an increasinjr proportion of ail workers qualift* for normal 
retirenumt henetits, the lal)or force participation rate wMl fall.^* 

An im])ortnut question is whether the small hut nrowinj? pro])ortio!i 
of workers in their Inte fifties nnd early sixties who choose* vohui- 
tarily to retire early will sei»l; reemploy uiVut. Here, tlie rvi<h»nco indi- 
cates that only a minority will move into oth(»r johs. For instance, 
nnmnjr !>t^ nutomohile workers v;ho were followed up between lOOfi - 
07 and inf>9-70 and w(M'e aj»vd r>s to 01 in the initial sm-vey, two-thivds 
had tMkeu the option of early retirement. Of these, only two ha<l n*- 
turned to otlier jobs/** Similarly, a study of 450 voluntarily early re- 
tinues from n i)etro1euni refiueiT. who ranjred from ajr^ -^tO to r4. found 
tliat less tlinn one-third souirbf to return to the labor forrc/" A more 
comT>rohen?ive survey of over a tlnnisnnd early retirees in a 

varietv of imbistries found that only 20 juM-cent of them work<*d ftdl 
or port time eonipared with 17 i>ereent of older, rejrular retirees.''^ A 
lon*ritudin:d surv<\v of workers a5jrod 45 to r^U revenled that those wlio 
])lannrd t«> retire <^arly from their current job were no more likely to 
want to return to work than those who planned to retire later/^ 

In some t»ases early ivtirees may 1k» deterred from future jobseek- 
\v i by reemployuuMit restri^'tions. Tins was eertainly tlu» <-ase in the 
autiMiiotive plnlis: workers are prohibiteil from findiufr anotlior job 
with a compi'titor. and their iiension Iwnefits are subject to the same 
earnings tost nnd iner(»mental redu<*tion as undi»r soeial . ecurity. This 
tmdoubte^lly aerounts ^or the small piH)])ortion who return to work. 
^^)vc»ra11. however* reemployment restrietions affect oidy a minority 
of early retirees, usually liniitinir jobs <mly in the sainu* industry 
(tablo 20). The more likely exnl:! nation of the low I'ates of labor force 
])nrticipation is thnt worliers either retire early berause of nealth or 
other problem'^ whieh rule out further work, or they want to retire be- 
causi* the benefit is attractive enoufrh to support tllem in leisure. Few 
who qualify for early retiremout benefits arc apparently williuff to jcrive 
up their seniority and pay to jret a InMiefit if they then have to seek 
work to maintain a rea.^oilablc standar<l of liviufj and few can exceed 
their i>ay by nddinir their benefit to earninjrs from secondary jobs. 

** Walter Kfrlodruhets?. "Private and PuWlr Retirement PenKlons: I<^n<llui:29 
From the IMS Survey of the Aged.*' op. elt., pp. lft-*18. 

*U!ohan1 K. Itnrflehl, The AntonwhUe Worlcrrn and Rettretnvnf: A Krrowfl 
Lnol\ ot>. Ht. 

"^.Tohn P. Owen aad L. W B«»ls5un.v. "ConHequences of Vohintary Early Retire* 
tn<»nr: A Cast* Statly of n Xew Lnlnnir Foree Phenomenon.'* ahstra<»t In fndUA* 
trim nrro}ifulott]$, I«sue No. 4. Winter 1970. p. 30. 

^ Mark U. c;reene. et nl.. Enrln RHirvmrnf: A Sutrojf of Comfian}! PnlMcn and 
Ifrtin t\9" Pj'/if r/ri»rr (Knjreiie. Oreiron : T^tilverplty of Oreaon. inoO). p. SO. 

'MT«TlKTt i<. T»nrnp<« ancl Gllliert Xe^^tel. RMfrcmnit Expcctniirm of MUWc- 
Afird itcn^ op. rlt., p. 6. 
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Table 29.~Iieemplo^ment reatricthns a feet only a minority of early 
retirees^ vsually limiting jobs only in the mme iiulu^itry 



Employer has simie type of reemployment 

restriction 1 

Ty|)ej* of reemployment restrictions (some u?o 
more than one) • 

Reemployment by company pmhibiied, . . 
Ueemploymont by competition prohibited 
Reemployment prohibited by union rules.,! 
Other reemployment restrictions I 



PiTrri\t nf worlcprs In stirvry siibjvct to 
rwn|»l<»y!!u»ut rt»striitloiis on C4»rly 
n'tlTenu-ut 



P:il:lriotl 



lltnuly 



4r> 



(10 

2 
20 



44 



o4 
22 
7 
21 



55()urr.«: M:irk R. UnH»tH«. i»t Karty Hftimnnil: A Siurrev nf Company PolicUa and RiliTas* Kxpttitnce 
(Eupoiw. Ori'son: UiilviTsliy of Orojion, liWJ), p. W. 

'I'he privnto i(»tiivincnt svst(Mn. therefore* 1ms a definite impact on 
participation patterned. For workers ap^d (m \v\i\ over^ pen>non and 
profit-sliarintr ]>1ans will contrilmte to ^Jonie fnither rediH'tion in lahor 
fnree participatioi\ us benefit?: become more attractive, b\it more sijr- 
nifiv^antly* as a larirer proportion of workers become elijriblo for nor- 
mal retirement benefits. noted previously* the proportion of new 
retirees i ».'pivinir private bciM'fiis is iiu'reasinjr. It is, therefore, to bo 
expocti»tl tliat tljo tnMul of decruun/i labor force participation amonj; 
tlio^e ovei» the tiormal retirement a*re will continue. The total depends 
on chanires in the demand for older workeis and on otiier facto]-s such 
t^s so?»ial s(»curity levt^ls. The Itui'cau of Lal)or Statistics projects a 
substantial der»lin(* <iver the decade iu the labor force participation 
rate of the Or»- to fiO-yt^ar-olfl cohort: this is <*ertainly not overstated 
in lifrht of retirement plan developments (table 30). 

Table 30. — The Bureau of Tjihor Statistics projects a ^uhntantial 
decVne over the decade in the labor force pardcij^ation rate oj the 05 to 
60 age cohort 
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22.0 
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40. 8 


42. 1 


37.6 


30.0 


35. 2 


70 and over-.^ 


2a 5 


17. 1 


14.3 


13.3 


12.7 


Women: 










51. 8 


.M to 39 


41. 7 


47.4 


.in. G 


51. 6 


(50 to 04 


:5i. 0 


:j.">. fi 


37.2 


38.0 


38.2 




10. 5 


{». 1 


8.8 


8.7 


8.5 


6r> to ()0 


17.3 


Ki. 7 


16.4 


16. 1 


16.0 




0. .'> 


5. 4 


5.0 
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«ourr« flophio C. Travis, "The f lulior force; i>roJi!ftl »ns (o 19S5." MimtUv Labor Rttkir, vol. flS, No. 
May 1971. |>. 4. 
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TluM»xpnnsi«>M wuA lil'rrnli/.titiun (tf ra»'ly rrtirrnu»nt i>r<ivisi<ms will 
<*ontrilMito ti^ ^liN-litnui;- h\\ i)v INj^v pnrtiripution ninoiiir \vorl;i»rs in 
tluMT ci\v\y sixties As :i !:iro»»r |u»rri'nl:iiri* ^HN-omr v^Ii^jfiMo for osirlv 
rrtiivmoMt i)io\ i<ioiis. luoi-i^ will <-l)nnsr to iH»tin» not vn\y from tli<» joli 
\mt from Uw work forrr. pi'Ofo^s of i^Iianjiri' Nvill not Iu» abrupt, 
simv frw plans niuv ollVr o;»(io!is at(r:n»ti\v rnoiiiili to .^tinuilatc oarly 
ri»tirrnu»nt and siimv thrir Ui'wlopniout in this Wirortiun is •rraUual in 
most rnsi»-. Ilowovvr. tlu* cmunlj^tiw im]>act will 1k» notitvahli\ I'ho 
Hun»a!i of I.aliur Statistit^s projrrf< that thv participation ratos for 
n;ali'.sairr*l X^ to Ti'J antl <lt) to tU u jll continno to fall at thrir past rato?. 
or Ky two to thiyr prn-t'T^fairt* points ovi»r the tu^xt 15 yoars. Considor- 
inir tho «h»«-Iini» in normal n»tirrmi»nt a^^os ami thi» impact of oarly ro- 
tirrnjt^nt Ijrm'lits. tiiis prolrrtion may mulorstato tlu^ <lorIii!( ;niionjr 
tlu» r.o- to <n-y(»ar-uhl <'oliort antl may al-^o hi» on thi» low si*h* for 
to TiD-yrarMiUls. On tlu* othor haml. privnto n»tiri»nu-nt plans aro likolv 
to au;j:mriit this thM-li:-p hy no nu>n* than thrro to r> pm-ontatro i)oints 
as a ri»n;Mrii j^stiniato. *riu»roror<\ if tlicn* is any tit-kinj^: of an **farly 
rtliivmrnt tinu» homlu ' it ha« an cxtrenu»lv lon«i*fnsi». 
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W. OrExiXG Jobs Tiiuuvon Ketiuemkxt 



///f7V i;.s'///7 h\ f/n ttffi To Open John 

SiiH-i' luMisioii \\\\t\ i>r<^tit-^]i:iriii,tr plans tlu> tiniinfr of ivtjro- 

nu»nt* thoy l ouM. cnnroivnlily. ho usimI to inori'aso tln> rato of ivtiiv- 
nuMit Wui'injj: periods of hifj:h uTU'niployiiiont lu^ onlor to opon jobs 
for youn:^iM- wnrkfr-i. Uy prnviilin«r n*tin*nH'nt incoiur to oIiIit om- 
ploxvts who WW Iniil olV. tlu-y mwy ft.ivstnl! m-ntry iiito tho luhor 
foivi-. Man;i^onu*nt iniirht onVtHTo iuainhitory rotiivinont provisitins 
inon* rijridiy in situ'k nuirkoir^ in onl-r tt) nMhiiv thoir work forcTS. 
Knipl<>yi'r< iiiitl ntlirr rniployos may pn^ssun* tlioso workoi^s who aro 
cli«rihl»* foroarlyor nnrnial rrtinMu(»nt t(> tako this ontion inuuiHliatoly. 
li'avlnjr an i>p^-ninjx for sotni'onv I'l^i'* Spwirtl early rotlrouiont pro- 
visions TniL^hr also lu* iisiul as a lay-ntf nuM*hanisnu 

T!u* oxtrrjt I hat private rctironu'iit plans oonhl ho nsvil to incrraso 
thf ratr of rt tinni^'nt wonhl ihoorrtioally (U^pend on tluMr provisions 
atul on \\w vrnnowvx situation. Tlio nit*' t)f n-tiroincnt niijrht ho 
oxp^'ft^Ml \n vV'v ninst aftor an oxtnnlod poHix! of low unyinploynu-nt 
wlitMi lahnr slhMlairos ami liiniti'tl layoil's ha«l rcsnltoil in a pool of 
ohlor workors sfayinjr with tlioir johs: tho lar^r^'r tho numhor of aotivo 
workorselisrihh* for early, normal or sporial oarly n»tin»niont. tho larjror 
tho potontial impart. AVtor tho ti<rht lahor mat-kots of tho sixties, one 
iiiiirht havf i*xpootnl a sijrnifioant rise in rotiroinont when nnomploy- 
mont rates inrroasoil dranmti<'ally in late VMVX lOTt). and IpTl. 

Tho tromls in pi^nsion ami proiit-sharinjr plans over tho sixties also 
onlarjro<l the pool of worlo rs oliirihlo for rotironu^nt with hiMiofits. The 
roiitlitinnal rotiromont ranu'<» in which worki'rs are protootod against 
layoff or lO.-c havr a n asonahlo ammuit t)f olioioe as to whether to 
roiitin^o to work or to rotin* was rU'arly oxpamloW hy thi» loworin}; 
of rotiivmont aires ami tho risinjr of honeflt levels. Under a ffrowinfr 
nnmhor of \M\\<. tho riO-vear*t>M. louir-si*rvioo oniployoo ran iirive 
s<M*ions oonsidoro.tion to oarty or Tu>rtnal rotiroinont, ami may ho respon- 
sive to ontsidr pn*s«uros. wln*roas 10 years ajro ^5 was the almost 
utiivorsal tlovshi^hl for vohmtary retirement. 

The CoiuVitfOintJ /if fh'fwrfif liiouj*' 

There is no way to estimate in anythintr hnt the '-nnje-t fasliion 
the numhor of ohlor, ptwision-rovtMtMl workers in tho ronditional retire- 
ment raiifro. In 11»71. then* wer<» million mah* workers ajre (50 to 
iW anil \S\ million females: there wore also •J million workinjr males 
aiul 1 milii^m workinjr women ajrod (55 and over.* But onlv a minority 
of tin'so wor*' in nnerod omplovmont whrro thoy ootdtl ho affeotod 
hy plan provisions. Anion*; 0*2* to (Jo-year-old new social security 

^ Employ mcnt ami Earnings^ VoL 1% No. 7, January 1972, p. 118, 

(91) 



ERIC 



roiristrnut^ in tO^iS an*l VMW), -JO |uM-tvnt of aiul 11 ^v^wnt of 

fem:ilt»s lind )ust ivtin^tl from i^o\vmI jo^s wliirh won* thoir lonjrosf. 
niul nil a<Miti'nin1 11 :in<l 7 p* nvnt- ivsiu^tivi ly. wviv still cMnphjycMl 
ill Piu'h jobs.- As iiulicatod previously, almost nil of tlust* workoi-s 
qualified for a benefit, an<l the timinjjf of their retireinent was influ- 
eucecl by the provisions of their plans and the application of these 
provisions. If it is assumed that 31 percent of all CO to G4-year-old 
workinjT niales and 21 percent of all working? females arc employed in 
covered jobs, there would be at least a million 60 to C4-year-old 
workers m the conditional retirement ranpe. If the percentages still 
employed in covered jobs were applied to the 65 and over working 
populatioiu nnotlier 300,000 older W(n*kers would be included. These 
estimates «'an only be sujxprestive, since there may be many older 
workers who : re covered by pensions who ait* not currently in their 
loiifxest jobs; but tliey do iiuUcate that the pool of potential retirees 
is not insijrni fimnt in ?\ze. 

Another way to estimate the total numl)er of workers who are elijri- 
ble for early or normal retirement is to look at the actuarial reports 
of pension i>1nn<. Sin<-e tl'e level of <Hmtributions depcmls on the np* 
and service rh:-r:ifonstlt'- of ihi^ rovcTUMl work for<'e, reports usually 
contain data on th'\-e clu r.U'teristit's, Unfortunately, few of these are 
available ]n:bli<'ly l>e< ;ub e tliey are not ro(juire<l umler the terms of tlie 
Welfare and PtT.sion IMans' Dirdosure Act, lint analysis of seven 
larjre plans which voluntarily inchide<l 1070^71 actuarial reports su^r- 
irests i lint tlKMc U wi(h» \ ari.ition in the luui enlnire of covered workers 
elijriblc for early r<*tin nient. while the proportion of those who have 
passed norm .1 retiivnu^nt n^/e is -ukiU in mor^t tnsos (tabl<» *M). If all 
workers r|unlifyinir for enrly n'tiren)ent v;<M'e iiwhnled in the condi- 
tional retirement ran;re^ the total number wouhl be Inrjrer than if, as 
previously estiiuatcHb on^y workers iM) an<l over wc^re inHuded, On the 
assumption that ir> p ucoiit of covered workers are elijrible for early or 
normal ivtin»ment a ; in the seven plnn^. there wonld be more than 4 
million workers in the coinliMoiinl retirement rnnffe. However, there 
may be some doubt whether the mininuim early retirement ace pro- 
vides any meaninirful option for employees, since, as indieat<»d pre- 
viously, early retirement benefits are usually limited. As an illustra* 
tion, a worker under the 11)70 MoDonnell-pouffbis ''^bichinists plan 
could retire at njr" with 10 years of service wiih benefits reduced 
a(*tuarily from ai/e <>2. The benefit efTective December 1070 was $0,i25 
per month fi^r ea< h year of serviee/ Ketirinjr at the minimum early re- 
tirement a«re an<l service wouhl yield an income of only $40.00 monthly. 
Tailless laid oir or under extreme pressiir<» from the employer, the Tm- 
year-old worker v»*ould 1m» unlikely to choose this early retirement op- 
tion. On tin* other hand, the OO.year-old worker with 1." years of serv- 
ice would iret a benefit of roii*xlily S.^a.oO innuediately ; he or she mi;rht 
be willing to retire on this amount if employer or union pivssure made 
continued work unpleasant. 



^ I^enore E. TiHhs and Vir<?intn Reno, **Second Pensions Among Newly Entitled 
Workers/* S^ocif l Srcunfjf nuUrfh}. Noveniher mil. V4»1. a4» N ». 11. w. 10. IM. 

< Wiisiii acton : Uoveraim'nt rriatiUK latiee. IWlK p. 135. 



iHyihli' far enrhj nfuim^nt^ irhUi' the proportlofi tr^o Itave passof 
nonnal ntinrntht tujr s^wftH !n taost casrs 
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S>urvi>: At'tu.U'i.il n {H>rt^ on nio nlon^ with \Vvlfur« miU IVusluu V\m\ Di^'lumrt* Act rviK)rts. 



Thoujfh tliriv is no exact cU»linitu)n oi tlu» coiulitional rotinnuMit 
raiiir^^ ami tlu^iiirh it is tliJliiMilt to niou^uie the munher of workoi-s in 
i IuuihI ill anv ;U'l)ilr:iry ilotiuition. it n»niain.sa fart that there isa hirji^e 
aiul ^jrowiii;: jiumher of \vorkc»rs Un- wlmni ivtirenn»nt is u vinult* 
ojjtioiu am! ri>r wUuui the liniinf? is depemliMit, in inirt, on et*ononiic 
riiiulitiiajs as ihc\v atiet-t attiluik*.-? of eniploverrf, eo\vorkei*8, and tlje 
Worker himself. 'l\stim;Ues vary, hut tliere an> prohahly a million 
work^Ms who ('ouM retire from their i^urrent joh eushioned hy private 
pensions and surial security, and who wouM h)se tally a small l)ereent- 
r.ite of pot(»ntial iMontldy r(»tir4»ment henefits. There are sonie millitais 
inuie who coulil tiirn to tluMr pension for eeonuniic relief if they were 
hiiil otf from t heir job in a slack lalM)r market. 

Presmre to Reth^ 

\\ \m\ and wiiy tlw*se workers will eh(M)!^ to retire, or more oxa( tly, 
whethi^r the air^re«rate employment sitmition alleets fhoir diH*ision, is 
dillirnlt to aiiswrr in :my exact way. Theie is some eviih»nee that pres- 
snri' from within the \\i\vk force ean pnsli older employee's into earlier 
ri»tirement. A stndy of the retirement rates of workers in ofl industries 
i i.e.^tho prnpoition of nion aged 45 to 64 in these industries in 1^50 who 
ret iriMl hy VMM)), found that one of the nmjor explanations of variance 
was the ratio of 4r»- thioujrli a4-year*olds to Tm- throujjfh (^1 -year-olds: 
the \ 'icr the pr(»portion of middle-ajfjed n)en in an industry^ work 
forv. , ilie more likely that its older workers would retire. After age 40 
to Mil>eiiuent promotions and increiised earnings depend to a large 
e\t»»nt upon thi* nuniher of job vacam*ies opened l>v retirement; mid- 
dle-apr^d workc»rs, tlu»refm'e, apparently pressiu'e those alnive them to 
retire earlier.* 

It is less dear that the threat of layolV generates the same pressure 
on older workers. A survey of ii<M) Ih ins in 1JM5H found that employers 
rarely considereil ov usiul their n»tirenu»nt plans as nuuiagemcnt tools, 



* A. J. Jaffe. ' 'Hie UKirenu»nt Dlleanua,** Fmtuifrial Gerontology^ No. 14. sum- 
mer 1U72, p. 27. 
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tioithor cMHMiurnjLnnjr unv <Hsr(^ura*rin}r tvirly tvtiivnuMit . A sistiM- snrvoy 
of wnrkriv who luul t^luisc^i v:\v]y rotiivnuMit sUjLrovstoil tluit luMtWrom- 
ployer-s unions, nor ooworkors oxcM'to<l nnicli iuvssuit (tal)lc *>2). Of 
course, this nontrnlity niijrht bo expoctocl in the txpht hhov market of 
VM\s whon K^\n\Aoyv\^ c»x|H'niMu od hhnv short njri'J* :uul '-oulcl not easily 
find yonn«ror workers to rephioo older employees, and when nnions 
and coworkers felt no tlireat of job loss. 

Table 32. — A W6S sunnj of ivorhr^^ who had chosen to nttre caHy 
.siu(]fjeMed that neither employer^^^ vnion^^, not oncothrs exerted mvck 
pressure 



Qiit>sti<itt for vtnpl<iy<s* 



"IIow did the union fool about 
v«»nr decisUm tn retire?" 

**nn\v did y«»ar coworkers f<»el 
fthout vour derision to re- 
tire?" 

**lIow did tho company feel 
fthfnit voar dct i um to rc- 
tircr*.: 




N»'It!icr or no 



82 
44 
65 



Sourr**: Mark Orf«Mip, i t Fartu Utttrfm* iit* A Sumy of Company PdicUa and RdiUfi'' f^ipttknee 
(KuK- u.-, OrvfiOTi: ruiwrsity of Un-Kon. I'.hV.i). pp. 3-* 33. 

A foUowup survey of 1*2 e\eciitiv<»s of larire n'tail firms, 20 of Imnks, 
and of nianufn« tunnfr eonipanies attenij)ted to <letermine the im- 
pact of the re<*es?ion on employer ]>olirio:s vis-a-vi? oldc»r workers. For 
these firms 1:2 pereent reported that pome older employees had l>een 
laid off or retired early. One company reported tonj^her screening of 
older employees who were not ]>roductive, two rcporte<l rai>infj bene- 
fits so that workers could i^etire earlier, and two wanted to hut were 
unable to afford raisinjr benefits. When asked specificall>; if they would 
trj* to pet rid of as nu\nv older employees as possible if they had to 
recluco their work force \>y percent in a severe re<'ession, only one 
firm si>eeificallv declared that it would but only one <le<'lared that it 
definitely woid<l not.^ While it may bo tnie that manpower policies 
are determinocl below the executive level, with pressure from super- 
visors or from coworkers* manaprement^s acceptance of rctirenient 
plans as a work foroo reducing mechanism is apparently not wide- 
spi*ead. 

7*he Kxpevkiire TJtuter PfiUJtton Plam 

If older workers are pushe<l into rotireuKMit when jobs become scarce, 
tho numlM»r of retirees in covero<l firms shcndd rise when employment 
falls. One way to test tlio a<'timl ex])erience of firms over the last few 
years is to look at their annual financial reports file<l under the Wel- 
fare and Pension Plans I)is<»losuro Act which indicate the numl)er of 
active and retired workers. Using active^ covered workers as a pi-oxy 



'T*npuhli8hed survey data provided by Charles Pyron and Vincent Marinm 
CoUege of Business Administration, University of Oregon. 
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for employment in 21 of the largest plans which experienced fllnotua* 
tions in employment over the last 6 years, there is evidence that in some 
cases the nnmoer of retirees increased most rapidly in periods when 
*^mplo\Tnent was stagnant or declining (table 33) • As an example, the 
nnmber of workers m the Alcoa hourly plan declined by 4.3 percent 
between 1966 and 1967, while the number of n»tired workers ro?5e by 
11*3 percent; similarly, between 1969 and 1970, active workei-s fell by 
3 percent and retirees increased bv 6X> percent- In the 1967 to 1968 
porio<l when employment fell only slightly, and in the 1968 to 1969 
period when it rose* the increase in ivtirees was much less. There are 
some plans such as Youngstown Sheet and Tube where the exact 
oppoi^ite pattern emcrjres, and in most <Nises the correlations hwatween 
the changes are weak or inconclusive. Xeveitheless, it does appear that 
to some limited extent the retirement of older workers may be used to 
ab«?orb a portion of any cutbacks in employment 
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Tlu' Spf^rhfl dm of SpcfUffl Earhf liethrment 

Of |>nrtinil;M- iTiti»iTs?t \< tlio u.«o of spooial onrly rotiriMuont pro- 
IkOiiirlily 17 ju»nMMit of nil rovoml workors nro snhjoot to mc\\ 
provisions \x\\w\\ offcT in»Tno«Hnto K»npfitP to tlioso who nro laid off. 
Thi» affc nnd sorvi^o roqtiironu>nts aro usnallv loss strinfrerit thnn for 
carlv rotiroment. Amonir workors under such provisions in 1000. 95 
percent wore elijrible at njze 55 or earlier, 37 percent needinjr 10 years 
seme© or less, 24 percent needing 16, and 84 percent needing 20 « As 
nn exani]>lo. the Ford >fnfor Ponipany pinn in otVo< t in 1070, roqnirod 
10 Yonrs of sorviro nnd nr^^ for early retiron^ont at tho omployoo*s 
option ; hMt in thi» rase of rmplover initiated layoffs, workers aged 
55 with 10 voars of service wore elifrfhle. Tlie special early retirement 
benefit would nsnallv exceed that for rejnilar early retirement: it 
equalled the normal Irenefit plus 1^6 for each year of service* paid until 
qualification for full social security,^ 

Wlnlo :i pritfinry pnrpo-i^ of tho special oarly rotiroment henefit is 
to protiM-t th(» lotiir-snrvicf» em loyee airainst layoffs, there is a very 
iroc^l n»a^on why onmloyoi-s mijcrht he reluctant to u«e this mechanism 
to »vfhice tho of their work force: special early retirement is very 
costly. A l>onofit usually larjorer than the normal retirement amount 
must ho p!'ovi<lc(l for iiloro years, while contrihutions or waffo defor- 
ral« to pav for it nuist hr> made over foW(»r years of work life for 
«?uMMa1 oarly rotiroo. Tn individual cases where unproductive 
older oTunlovoe^ i an ho replaced hy more productive youncrer ones, 
tho oc\<\ uvtv hf iustifiod. But the n])proaH\ i-^^ 1o?=j cflrrctno ns a tool 
to cushion larjre-scale layoffs, when productive as well as unproductive 
older workors are terminated, and when financial conditions are usu- 

allv strained. . . . . , 

Experience with special early retirement provisions in the '^Bur 
Tliree** automotive companies sujcrirests that this mechanism^ is used 
sparinirly, if nnythinp. the numher of special early retirees de- 
clines rather than inoreases when employment is cut hack (tahle 34>, 
Between 1060 and 1070. total employment in the Biff Three fell from 
1.405.000 to l.n5fi.00O: the numher of special early retirees also de- 
clined from 1.1^75 to 1.017. Tn 1071. employment increased to 1.434.000 
and so did the numher of special earlv retirees, to 1.472. In jreneral. 
the automotive companies were more likely to lay OiT workers throuph 
special earlv retirement when business was pood and they could af- 
ford it. Whether other industries with special early retirement provi- 
sions act in the same way ia unknown, but it is doubtful that ttiese pro- 
visions play an important conntenydical function. 

•Harrv E. Davis and Arnol ^trasser, "Private Pension Plans 1960 to 
An OTeiTlew.** ifonttilp Labor devteto, July 1070, p. 46, tad table 21. 
^D{ge$t of SeJeetei PmHm PKmi. 1910 SSUUm. op* dt, p»IHr 
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The Aggregate Impacts 

While normal and early retirement provisions are used, in some 
cases, to cushion layoffs and in other cases to stimulate retirement, 
the aggregate impact was apparently modest during the 1969 to 1971 
recession. The average numoer of workers 60 and over who left the 
labor force in the previous year because of retiix^ment increased from 
540,000 in 1968 to 668,000 m 1969, 615,000 m 1970, and 674,000 in 1971. 
The rise between 1968 and 1969 was 5 percent; between 1970 and 1971 
it was 10 percent^ 

Looking only at covered workers, there was an apparent acceleration 
in the growth of beneficiaries in 1970: if the number had increased 
at the same rate as during the 1965 to 1960 period, there would have 
been only 4.5 million beneficiaries at the end of 1970 instead of 4.75 
million (charts). Changes in the trend also occurred in 1954 and 1964, 
years of slack demand, but there is no way to know whether pressure 
from other workers or employers causing earlier retirements was the 
reasoi i for the jump in 1970. 

From this limited aggrej^ate data, it seems that the counter-cyclical 
impact of retirement plans is minor. As a best fiuess, ijerhans 50,000 to 
1(K).U00 workei's retired under pension and profit-sharing plans during 
the 1009 to 1971 recession who would Inve normally continued longer 
hi tlieir jobs, and a portion of these left the work force altogether. 

Chart ft. — There was an apparent acceleration in the growth of bene- 
ficiaries in 1970: if the number had increased at the same rate as 
duriufr the 19G.V69 period, th^re would have been only 4.5 million 
at the end of 1970 instead of 4.75 million. 
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Source: Walter W. Kolodrubetz, "Two Decades of Employee Benefit Plans. 
1960-70 : A Review." Soctut Seouritv Bulletin, vol. 35, No. 4, April 1W2. p. 20. 



*Bmploy9nent and Eamingi, vols. 16-18, No. 7, Table A-88. 
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7. The Impact on Job OpponnrxmKS for Older Workers 
Retirement Plans end Hiring Decisions 

In a number of indirect as well as direct ways, retirement plans may 
discourage employers from hiring older workers. Employei;s who are 
making substantial contributions each year, as well as bargaining over 
plan provisions, may W much more conscious of age factoi'S than those 
who (10 no more than pay social security payroll taxes. If covered firms 
liave initiated the pensions or profit-slmring plan as a way of phjising 
out older workei's* they arc unlikely to be hiring thosJe m their pre- 
rt>tiroment years. If thev look at tlie pension as a reward for long serv- 
ice* they may l)e imwiAing to hire those who can work only a short 
period before they retire. If they have been pushed into establishing 
lower early and normal retirement datei?, they may be reluctant to hire 
any but the voungest workei^s who will have long periods of ser%*ice 
before qualifying for benefits. These business outlooks and attitudes 
are iliilieult to meastiro, since they are indirect and amorphous* Two 
factors, however, can lie more diWctly quantified: First, the service 
and other conditions of a retirement plan may mean that if older 
workers nre iiired* they will not be able to qualify for a pension by 
t!r.' iini * Oi n»t i?v;i.ent : th' prcvaleuce nf sucli liiiuts cau be deter- 
mined by the examination of plan provisions. Second, it is usually 
more ccstly to provide a given benefit for a new older employee, since 
contriluitions nnist be made over a shorter period; the extent of cost 
dillerentials can also l)e estimated from plan provisions. 

Effective Age Limits 

Tlie interaction of compulsory and automatic retirement provisions, 
i?ervi<-e rcqtiirements for normal retirement, and service crediting 
limits mav effectively set a maximum age for participation in a retire- 
ment plan^ As an example, tlie 1970 International Harvester Co.-Auto- 
mobile Workers plan had a normal retirement age of r»5; 10 yeai-s of 
service w as required for a f idl benefit but a smaller one was available 
for the worker with 5 years or more of service. There was a compulsory 
retiroment age of 68 and service was credited up to but not beyond the 
compulsory age.^ Thus, if a worker age 63 were hired, he or she would 
be able to qtmlify for a minimum lienefit, while a 6^J-year-old worker 
would not. In the Ford Motor Co,-Automobile Workers plan, how- 
ever, there is a strict 10-year service requirement for the normal bene- 
fit, with service cre*lite(i to age 68.^ There, a worker hired at age 59 
could not qualify for a lienefit. 

* U,S. Department of Labor* DigeBi of Beteeted PenHon Plan$, 1970 EdiUim 
{ WflHhinjrton : Oovemraent Printing Oflice» 1971) ♦ pp. 115-116. 

• Ibid,, p, 

aoi) 
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The olTertivi* xxfiv limits obviou^>ly vary from plan to plan, depending 
on their ajre and service provisions. Keflecting the normal retii*ement 
ajre of 05 and typical service requirements of 10 and 15 yeai's, 55 and 
60 are frequent maxiiunni partioii)ation ages (tables 35). 0\crall, 
plans with almost a fifth of all covered \vorkei*s have a maximum par- 
ticipation age limit of less than 55^ and another fourth are in those 
with a limit between 55 and 59. There has been a trond toward shorter 
service periods over the last few years, but normal and mandatory 
retirement ages have been reduced more so that overall, the effective 
age limits have been lowered. 

Table 35. — The effective age limits vary from plan to plan depending 
on their age and service provisions; rejecting the normal retirement 
age of 65 and typical service requirements of 10 and 13 years^ oo and 
50 are frequent maximum participation ages 



EiT«cUv« age Umlts 


Prrcent covered workers under plim 


199S 


im 


Without maximum participation age 

With maximum participation age 


37.8 
62.2 


35.3 
64.7 


2.9 
9.6 
:}.8 
9. 6 
12. :{ 

5. 6 
11.6 

6. 1 
.7 


7.7 

a2 

2.2 
15.9 

8.6 

4.0 
11.2 

6.2 
.6 


50 


51 to 54 


55 

56 to oU 


60 


61 to 64 


65 







Sourct^: U.S. Dopiirtment of Labor, The (Hdtt American Woeket (Waahlngton: U.S. OovermneDt Printing 
Offioe. 1965), p. 37; ftnd spiidal tubu^ttoos by the Bureau of Labor Stotistlct. 



It is uncertain^ however, whether and how nmch the existence of 
effective ajre limits affects the hiring of older workers in covered es- 
tablishments. Some employers may be sensitive to hiring workers who 
will retire without a pension, but this might be only one of the rea- 
sons, and the effective age limits may be the result rather than the 
cause of discrimination against older workers. In other cases, employ- 
ers might conceivably hire those beyond the maximum participation 
age in order to avoid the costs of pensions. There are no a /mori 
grounds for assuming that the financial incentive of hiring older work- 
ers in plans with effective age limits will be less than the incentives 
not to hire them because they will not be able to qualify for a benefit. 
It is unlikely, however, that many firms will consciously employ older 
workers in order to avoid pension costs, since this w*ould run counter 
to the puri)Ose of having a plan. Large, single-emplover plans are 
most likely to have maximum participation ages, and these firms are 
especially sensitive to the possibility of bad publicity and union un- 
rest that could come from retiring a number of workers without any 
support. 
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Differential Costa 

Tlie age of entry into a funded pension plan affects the annual costs 
of providing a later benefit because it determines the period over which 
contributions can be made<, interest will be accumulated, and with- 
drawal^ death, or disability may occur. The earlier the ajro of entry, 
and the longer the period of participation, tlie more interest will add 
to the contributions of the employer, and the greater the chance that 
the worker will die or leave the plan without qualification. The exact 
provisions of the plan, including the type of benefits offered and con- 
ditions for qualifications, determine the extent of the differential. 

Given assumptions about the rate of interest which can be earned^ 
the rato of turnover, and the probabilities of death or disabling injury, 
tlie costs of any i)lan can be estimated* Assuming a return on pension 
funds of percent, a $100 annual increase in earnin2!s beginnmg ini- 
tially at $3,600 and other mortality, disability and withdrawal assump- 
tions usually used by actuaries, the costs of providing benefits to two 
groui)S of workei*s, one with a median age of 22 and another with a 
uuHlian age of 4K were estimated for various benefit formulas in a 
1JMJ4 study sponsored by the Bureau of Labor Statistics (table 36). For 
a typical plan that provided 1 percent of monthly earnings for each 
year of bvrvice, the annual costs for the younger group would be $117 
per employee compared with $l79 for the older mix, a differential of 
52 percent.^ The difference would be much more in the case of a uni- 
form benefit, and nmch less for a benefit formula based on earnings in 
the lart vcars of service. VcJ^tinjr provisions would reduce the cost dif- 
ferentials because of the high withdrawal rates among young employ- 
ees, but shorter service reauirements for normal retirement, more lib- 
eral early retirement conditions and early retirement benefits which 
are higher than their equivalent all increase the differential/ 

* Estimates of Murray W. Latimer as aummarlzed in The Older American 
Worker (Washington: U*S. Government Prlntlnfir Office, 1966), p. 42. 

* Mnrray W. Latimer, The RetaiUm$htp of Bmplevee Hiring Age9 to the Oo$t 
of Petuion Plan$ (Washington: U.S. Gtovemment Printing Office, 1685). 
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The differentials would be larger if the emplover were assumed to 
isolate the mar^al cost of hiring a particular older worker instead of 
a youncer apphoant For instance, a flat $150 a month benefit for a 27- 
year-old employee would cost $114 under a plan with no veiling, a 
10-year service requirement, and a normal retirement age of 65; the 
cost for a 57-year*old employee would be $745.' In setting hiring 
policies, however, the employer probably considers the problem in 
aggregate terms rather than by comparing individual cases. 

In all likeliliood, the differential cost of hiring older workers has 
increased somewhat since 1964. Tending to reduce the differential are 
the trends toward earlier vesting and the more widespread use of final 
earnings benefit formulas; white the growth of mimmum benefit for- 
mulas, the elimination of long service requirements, tlie expansion of 
early retirement plans which pay more than actuarial equivalents, and 
the iaW in normsu retirement ages have all tended to increase relative 
costs.* On the balance, it is difficult to determine whether the avera^ 
differential has increased or decreased as a r^ult of these changes m 
the provisions of pension plans. Another factor, however, has prob- 
ably increased the cost gap. In 1964, when the preceding calculations 
were carried out, the average return on pension xunds was 8.5 percent.^ 
Since then there have been dramatic changes in investment patterns, 
with the rate of return increasing to 5 percent or more for most large 
funds by 1970.* The differential cost of hiring older workers under 
pension plans is increased when contributions ror ajjrounger employee 
earn a greater return for the longer period over which they are made. 
A 1»onont of $1 per month per year of service under a plan with a nor- 
mal retirement age of 65 will cost $5.02 monthly for a newlv employed, 
40-Tear-old worker if the rate of return is 4 percent, but only $4.06 
monthly if the rate is 5 percent. For the newly employed, 55-year-old 
workers, the necessary monthly contribution is $7.58 at the 4-percent 
rate of return and ^.78 at 5^ percent.* Looking at the differentiate 
alone, it costs ^.61 extra, or half again as much, to hire the older 
worker at the 4-percent rate, while it costs $2.72 extra or two-thirds 
again as much at the 5-percent rate. ^ 

Very definitely, then, most employers with pension plans have added 
costs if thev hire older workers. If anything the differential has in- 
creased in the last decade, making it relatively even more costly to 
employ the experienced jobseeker. 

The Evidence 

If either effective age limits or differential costs sipiificantly dis- 
couraged the hiring of older workers, their propjortion among new 
hires and in the total work force in highly covered industries might be 
expected to decline over time. Aggregate data on the age of the work 

» The Older Amertean Worker, op. clUp. 4.^ ^ • ^ ^ , . 

^ These trends are noted In Banken Trust Co. 1970 BifMn of rndwMdt Retire- 
ment Flan9 (New York : Bankers Tmst Co.. 1870) . pp. 1-20. _ ^ ^ ^ 

' Murray LaHmer. The RetatUmehip of Employee HMng Agee to the OoetB of 
P€nHonPtaM,opMUv.8. ^ ^ ^ . ^ » «t ^ 

•Louis Harris & AModate% Large Corfor^Home tmd Their PeneUm Fund$: 
1970 (New York: looli Harris ft Aasodatet, Ix^ lOH). p. 84 ^ ^ 

•CaleuUitlona by Hurray W. Latimer* actuarial conaultant to the United Statea 
Steelworkera. 
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force in different industries reveal a mixed picttire. In terms of tlie 
proportion of workers covered, and the outlays per covered worker, 
the high coverage industries include transportation and public utili* 
ties, finance, insurance and real estate, and durable manufacturing; 
mining, construction and nondurable manufacturing fall somewhere 
in the middle; while wholesale and retail trade and service industries 
generally have low coverage and contributions.^^ There is no clear 
relationship between the changes in the a|^ composition of an 
industry's male work force and its level of retirement plan coverage 
(table 87)- 



^ U.S. Chamber of Commercet Employee Bmefit$. 1969t op. dtt, pp« 1S*1T* 
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On the onv hand, the pi-oportion of older workers in hijjhly covored 
industries has declined. In lOCO, the dtirnble manufacturing, trans- 




2'2,i percent of the male Workers in the n-.sp."<'tive a^re jrVoups held 
johs in these more hij^hly eoveivd industries. The service and whole- 
sale and retail trade industries provided jobs for 34.6 percent of 55- 
to 64-vear-oUl males and i7M percont of those ajred 66 and over in 
1)V 11)71. the perecntnjivs increased to ."^O and .'>7,5 percent, resi)ec- 
tively. The decline in tho proportion of older workers employed in 
tin' hijrli roverajre s»H tors and the increase in the ones with low cover- 
all' is I'onsisrent with the hyiwthesis that retirement plans have dis- 
co irajfml tlu> hirinjr of older workers, and also have resulted in earlier 
retirenjents. 



On tlu» other hand, the changes in older workers' shares of employ- 
ment in the high and low coverage industries are inconsistent with 
the liypothesis. In 1960. male workers afjed 45 and over accounted for 
36.8 percent of the male labor force in the high coverage industries; 
but by 1971, the proportion had increased to 39 percent. In the low 
coverage industries in 1960, 37.9 percent of the male labor force was 
45 and over, but this declined to 84 percent in 1971. Obviously, more 
older workers got jobs in the expanding service and trade sectors 
without incrcasmg their share. 

Because the expected shifts do not show up in the aggregate data 
does not denv that jobs are foreclosed for older workei-s by i-etire- 
ment plans. Available data on older male job changers alone suggest 
that there is, in fact, some shift from the highly covered to the less 
highly covered industries among those chan^g jobs." This ia espe- 
cially true of involuntery job changers. Between 1966 and 196T, it is 
estimated that 545,000 male workers initially aged 46 to 59 left jobs 
in manufacturing, transportation, finance, insurance, and real estate; 
only 404,000 job changers the same age found employment m these 
P®.* 141,000. In the trade and services industries, 

402,000 left jobs but 438,000 entered jobs, a net increase of 86,000 
workers. While only 38 percent of these job changes were involuntary, 
55 percent of the net increase in the trade and service sectors was 
accounted for by involuntary chancers; in other words, there is some 
evidence that those losing their jote could not find reemployment in 
ttwr^ previous industries and were pushed into the low coverage 

Because an older job clianger moved from a high-coverage industry 
to a low-coverage one does not mean that he moved from a firm with a 
pension plan to one without a pension plan or that the existence of 
retirement benefits was a factor in the employer's willingness to hire 
him. Conversely, though a job changer remained in the simie industry* 
he may have moved from a covered to an uncovered establishment or 
vice versa. There is no good aggregate data to assess this possibUily. 



U ' 



' P*^ J?' tabutatlon from longitudinal study of older work- 

&r et aL, the Ohio State Univetttty. 
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Hoxvever, information piccoa together from tlie surveys of 62- to 65- 
year-old new social siHjurity registrants is suggestive. According to 
calculations based on data for the July 1968 to June 1969 period, 79 
pen pnt of the male registrants whose last or current wage and salary 
job was their Umgest were covered by pension plans. Among those 
male registmnts wliose last or cimont job was not the longest, only 
22 percent w.^re covered in their most recent position, even though 38 
percent had )een covered earlier in their longest job." Job changing 
was thus nu>re frequent for employees of uncovered firms; but also^ 
manv of those who changed jobs moved fwm covered to uncovered 

empWment. , . « ^.v 

This still does not prove that a retiromcnt plan influences the em- 
plover to discriminate against older workers. Measuring such dis- 
crimination or its causes is difficult because the Age Discrimination 
in Emplovment Act of 196T makes it illegal.** In 1965. however, before 
the act was passetl, an esrtensive employer survey was earned put in 
five cities where there were no State laws prohibiting age discrinuna- 
tion in order to ascertain the extent of and motivation for restrictive 
age policies and practices. Only a fourth of the surveyed employers 
ha«l specific, articulated upper age limits for one or more occupational 
groups, but only a sixth had an affirmative policy of hiring ^thout 
regard to age. Among the remainder with no specific policy, at least 
half indicated bv comment or practice that they had preferences 
which effectively precluded older applicants. Workers 45 and over 
acmuntcd for onlv 6.9 percent of new hires m the firms with upper 
a"c limits. S.G percent in those with no age policy, and 13 percent in 
those with an affirmative policy. Overall, one of every five establish- 
ments failed to hire any older worker 46 or over in 1965, and almost 
half reported that these accounted for less than 5 percent of all their 

"^ImSOTers with upper age limits, and those without them who 
hired few older workers, were asked what factors explained their em- 
plovment patterns (table »8). Though over four-fifflis of these firms 
had pensiOTi plans, fewer than 15 percent reported that these had m 
some way limited their hiring of older workers, and only 6.7 percent 
gave this as their major reason. Relatively few made directreferences 
to the differential costs of hiring older workers under the pension 
plan ; more frequently, the employer felt that if an <>J«ie/,^<>'''^«J^^^"^^ 
not be able to qualify under the service requiremwit *heP^"^JSJ.«J 
she should not be hired." Despite the limited number of cases in which 
emplovers claimed their pension plans were a factor, firing pattenw 
of those with plans differed significantly from those without Where 
20.8 percent of the workers hired by uncovered establishments were 40 
and over, only 14.8 percent of those hired into covered jobs were from 
this older cohort ; put in another way, firms without plans were almost 
half again as likely to fill their jobs with older workers.*' 

» Walter W. Kolodnibet*, "CJhartcteristlct of Workers 
on LontS Job: New BeneflcUrle*- SoeUa BeenrUv BuBeffti, Vol. 84. No. 11, 

^"^VliSnirit£o!%3ompn]m Betlrement Among Newly Entitled Wotkert : 

» The Otdtr Amertetm Worlcer, op. dt, pp. 8-17. 

**IWd.,p.l8. 

«'IbldH^18. 
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Table 38. — Employers with upper age UmiU, and those without thm 
who hired few older workers, n^ere asked what Jactots explained their 
employment patterns 



Vctwrxi distribution 
of number of unm 



1 



Physical requirenients 

Job requirements . 

Company slandards 

Promotion from within 

Eaminu»> . 

Pemsioti |ihin— costs and proviHioris 

Lack of skills and ox|)i»rlent»e 

Limited \vi>rk life o\|>crvancy 



34.2 
2o. 1 
9. 1 
8, I 
7. a 
a 7 

X I 



Few apph'rants a|>ply j 5^0 

Kdui-at if »nul rctjuiremenijj J 4^2 

Adaptahility _ ^ I 3*1 

Trainiiij; t«»«> long and costly " ' 

Inferior qtiantity «»f Wi)rk 

Slown«»ss in atttiinin)^ fmiliclency 
NVcii for hnlaoff i»f agen 



3.0 
2.3 
2. 1 
L7 



Undeslnihlo personal characteristic ^ , I i[ 7 

Health insunuKM* — costj? and pn>vi8ions*^.^ , " 

Life insurant*!* -costs and proviedona I 

Other 



L4 
1.2 

&8 



Siiurrr r>*. lu.pnrTTu«*nt of Labor, The Oidtr Amtrlcan Worktf (WdbUlnjrtoa; U.S. Uovt rntiui.t J'rintniK 

.1/' .LsAt -^.v/z/t/ / 

Loolcinir at the stiK^tantial cast difforentials of hiring and eoverinfr 
ohhv \voilv(Ms uiidor pension plam and at the effective a|?e limits of 
many plans may jrive an exajr^fcratod notion of tlie impact of tho 
rctirenietit sy^tiqn on tlje jf>b j)r()spi»ct8 for older workers* To start 
with, only half of all private sector wape and salary jol:^ are covered 
by rctirenitmt plans, ^^^lile evidence sujrffosts that covered establi.sh- 
ments tend to nire fewer older workei-s, there are many factors in- 
volved. Kmployers may not realize the differential costs or they mav 
feel they are 1m In reed by j^roater productivity and stability. Kven if 
it costs half apain as much annually to cover an older worker as op- 
posed to a yonniier one. this may amount to only 1 percent or less 
of the \va;rt» ;i!m1 supplement package. The decision is <rovemed by 
.supply and dt^mand factors as well as the characteristics of needs and 
applicants. IN^nsion plans an» also prevalent in the high wage, union- 
ized c»st:tblishincntp with benlth, disability* and life insurance plans 
whicl^ theni.«elves add extra costs for hirinff older workers. 

TN» thMt ris it may. it is not unimportant to older workers who cannot 
find work or to the ones who must move from high paying pension- 
coviMiMl jobs to lower paving ones in uncovered industries, that per- 
haps sotne percentage of potential iobs have been foreclosed in the 
Ic^t dei-aile to some extent Ixn-auso 0/ pension i)lan.«. The impacts have 
bi»<Mi conctMitrated in particular sectors and among particular workers* 
and they lire not insMrnifieant in these cases. The normal retirement 
iiL'e prnvioons nsnnlly pre<^lu<le the hirinex of workers 65 and over 
in eoverc i| employment, Tlio.se who are 55 to 65 are also hard hit. 
beeau.sc* they either cannot qualify for pensions in a new job and will 
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rotii-e without iMMiofits the oniployov may wish to avoid, or dso 
thev %vill qualify at an exorbitant cost to the finu. 

ftv t\w samo*token, impacts* are concontrated among hirgo, single 
employer plans. In multiemployor plans, such as thossi* found in con- 
struotiViu, the tirm ^loes not have to pay directly for the added costs of 
hiring nn older worker ?ince each oontrihution is ustially based im the 
payroll and any extra costs are spread over all covered einpluy<»rs 
Pension ])lnns are. therefore, less of an inipediment. But the singh» 
employer must consider this, and when the firm is so large that hiring 
imlu'ies are deperscMialiml and are integrated into the overall manage- 
ment policies, differential costs may W considered very important. 
espjTially since the employer will usually have more control over 
hiring decisions thstn he does over pension levels and provisions set 
through collective bargaining. Jobs in establishments covered by single 
emplfuer plruis inelude many of the highest paying and most stablo 
ones i n the economy. 

Though it is tliffifult to isolate tlie im])aet of ]>rivate retirement 
plans on jobs for older workers, it is a safe assumption that they are 
an increasingly important factor. Since 1964« when a fifth of covored 
oniploxers felt their plans were a n»:ison for not hiring older workers 
and a tenth tliought it was the major reason^ the dittei'ential costs have 
in<*n'nsod. Management lins also probablv iMvome more concerned with 
social image. Pensions are no longer viewed as a gratuity, hut as a 
def<»rred waiTe. and workers who do not get In^netits have more and 
more freqnetitly gotten a sympathetic ear from the press and Con- 
gn'ss. Anv previous reluctance to hire older workei-s >vho could n<it 
latt'r cjuaTify for pensions has muloubtedly int'ivased. It is also prob- 
ably true tli it the neirative impacts of retirement plans were nhsiMtred 
by the extremely tight labor markets which prevailed over the lnt(»r 
sixtit's. Kiuplovers nuiy have deri<led that hiring older, skilled workers 
and pavinc the extra pete^ion costs was cheap«»r than reaehinir back 
down the labor queue and hiring the disadvantaged who had to bo 
trnitUMK 

Tbrs<* and other factors suggest that retirement ]»lans will Ik* in- 
creasingly important in determining the job prospects of older 
workers. First, not all pension funds have revised their investment 
patterns or changed their actuarial asstimptions: and among those 
which have* a lai'ge ntimlier may not have yet realized the cost dif- 
foiential this implies in hiring older worlcers rather than younger 
ones. Seeond. labor markets are likelv to remain much more slack 
than in the sixties, with an influx of skilled workers in their twenties 
competing for available jobs, so that employers would not be tmder 
as nuich compulsion to hire older workers. And thirc*, trends toward 
earlier retir(»nient are likely to continue, which will not only increase 
cost differentials for hiring older workers, and push back the effective 
age limit, but will probably shift the focus of hiring policy toward 
the goal of obtaining a younger work force. 

These changes will not be sudden or dramatic, but over the long 
rnu they may have a significant impact. In large, single employer 
plans* typieally in durable manufaeturing* transportation* eonununi- 
cation* and public utilities, the work foree will get younger as present 
emplovees i-etire earlier and new accessions are drawn from among 
younger workers. 

07-408—73 9 
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iS, The Policy Impucatioks 

The following conclusions are based ou the preoetlins analysis, but 
also on additional data and information* and on the judgments of the 
author^ The discussions of pension legislation are rocussed on pro- 
posals l)ofore the 92d Congress. The provisions of legislation currently 
i)eing considered differ somewhat, but the conceptual issues remain the 
same. 

Th4* Importance of the Labor M^f^lrt Imparts 

"With rapid growth and maturation over the hist dooades, the private 
retirement system has develo|>ed into an important lal>or market insti- 
tution. Contributions to pension and profit-sharing plans are absorb- 
ing a growing share of the wag«i package, and are consequently becom- 
ing of more concern to employers and employees. The retii-ement plan 
is increasingly recognized as a management tool which can be used 
to phase out older workers, to reduce tne lal)or force, or alternatively, 
to attract* retain, or motivate employes. It is also becoming accepted 
as a ^^f"^ of life which must be considered in polic^aking. Manage- 
ment .St adjust its policies to negotiated changes in plan provisions 
which may lead to undesirod earlior retirements, extra coats of laying 
otl* older workers under S])ecial early i^etirenient provisions, or coiitri- 
butions for many years m the future to finance higher benefits and 
lil)erali^ed provisions. On tlie other hand, the employee, or the union, 
must be increasingly concerned with ma:!(imizing benefits from the re- 
tirement plan. For the individual, this may mean stieking with a job 
another year or two until qualification for vesting and either movmg 
up or delaying the derision to retire. For the union, the goal is to bal- 
ance retirement plan demands with other components of the compen* 
sation package, and to balance the changes witnin the retirement plan 
in order to satisfy its members and to get the most for them. 

Though these various impacts are not insignificant and are certainly 
increasing, it is easy to exagj^erate their importance by concentrating 
on atypical eases and projecting these into the future. Many analysto 
lielieved that special early retirement provisions would become uni- 
versal when they were negotiated in the early sixties in several larfie 
industrial plans, but in fact, they ^cre neither copied nor widely uti- 
lized onf*e tney were instituted. Smularly, the thrust toward 80 and out 
provisions in the pension plans of a few large industrial companies has 
led to fears of an '*early retirement time bomb'' which may arastically 
alter the work patterns of the labor force. Other claims have been made 
that retii*ement j»lans have indentured the labor force, or that they 
have foreclosed jobs for older workers still wanting to work, creating 
a crisis for our senior citizens. 

These claims about massive labor market impacts are not supported 
by available evidence. For the most part, as shown in the foregoing 
analysis, changes in retirement patterns, labor mobility, and the avail- 

(U2) 
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ahility of joLs for oUlor workers luivo l)ooi) jmulual : furtherinon\ the 
ilisrefnihle developnu^iits viin only lie j)artiully attributed to changes 
in the private n^timnent system. The inipuHs of pension and urofit- 
sharinjr plans are eoucvntrated anionsr workoi's in the older ajjc nraok- 
ets* and anionir industries and costal >lis}unents wiOj the most ronipre- 
hensive plans. When afr^rroffjite (hita are considered for the entire lalK>r 
force and for lowM'overod as well as hijarhlv covei'ed industries, the 
separate effect of the rctiretncnt plans are moderate. 

Tlieir predominant influence has been to lower the age of retire- 
ment. The lalx)r foive [)a!ticipation rate of workers (JS and over lias 
declined dramati(*allv ifi tlie last decade and iKMision and profit-shar- 
ing plans have contributed. Otlier f«ctors are probably more impor- 
tant: that is^ liberalized social security benefits and increased affluence 
have tnade retirement easier, while cnanges in the demand for labor 
may have foreclosed jobs for less educated older workers. Neverthe-^ 
less* changes in plan provisions toward lower normal and early 
ratirement ages and to\vard automatic retirement have been a 
significant factor in reducing the desire and opportimity to continue 
working past page 65. 

For the work force in the 60- to 64-year-old bracket, the impacts 
are somewhat less, but still significant. Voluntarjy early retirement is 
becoming more wid(»spread as oenefits are liberalized, and all evidence 
indicates that the trend will continue. But there is still a long way 
to go before a substantial proportion of pension and profit-sharing 
plans provide a benefit which* even when combined witn social secu- 
rity at age 62, pi*ovides a meaningful alteniative to earned income 
and the wherewithal to live comrortably in retirement The lucra- 
tive early retirement benefits provided by the automotive plans and 
those in a few other industries are the exception rather than the rule. 
Perhaps more significant is the trend toward lower normal retire- 
ment ages and the proliferation of service-only requirements; these 
will have an increasingly important impact on the (k)- to 64-year-old 
cohort in the current decade* 

To a certain extent, the differential coats of hiring older workers 
under pension plans^ and the reluctance to hire those who will not 
qualify for benefits is reducing; the number of opportunities for job- 
seekers in their fifties and sixties. The impact is greatest in the indus- 
tries with liberal benefits which are usually trying to phase out their 
older work force through early or compulsory retirement While there 
has been no significant shift m the diAtribution of older workers into 
thn imcovered sectors of the economy, the reason is mainly that job 
changing is limited among the older cohorts so that the shirt does noc 
have much of an impact on aggregate distributions. 

To a limited degree, private retirement plans have been used 
to cushion layoffs and rising unemployment by coaxing or pushing 
older workers into retirement during rec^ions, tlius openuig jobs for 
vounger workers. Changes in plan provisions and improvements in 
benefit levels have incr^sed the proportion of older workers who at 
any time can retire with immediate benefits of some ^^ificance under 
early, normal, special, or mandatory retirement provisions; this trend 
will continue. It might, therefore, be expected tnat in a futuro reces* 
sion, if it occurs after an extended period of low employment, retire- 
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}wutA imdor iHMJsion and pmlit slinrinjr i>lans nmv increnso more than 
in the 1969-70 recession where thoy had onlv a minor counteiH»volionl 
effort * . • 

The hnpacts of ivtirement phins on the labor market l>ehavior of 
younjrer worker are not very jri^eat. except in the few cnsi s where 
special early retirement provisions or earlv i^etinMuent hasecl on service 
alone may permit retirement in the late fifties or early sixties. Ketire- 
nient plans have n<>^ noticeably chanjored apjrrejrate rates of h\yov mobil- 
ity, thouprh clearly some workers are disconnured from chanjrinjr jobs at 
some times in their lives. Trends toward earlier vesting have in tlie last 
decaop apparently balanced any immobilizing effect of rising benefits 
and this will probably continue over the seventies* 

Finally^ the Impacts of retirement contributions as a deferred wajre 
and a labor cost are increasing. Covered c»stablishments and their em- 
ployees jffenerally accept and expect these contributions as part of the 
compensation package. The type and level of benefits which are pro- 
vided may atTect the satisfaction and attachment of workers to a minor 
dejrree: for instance, profit-sharinff plans mav marsfinallv increase 
prodnctivitv in some industries. The growth of 'contributions is one of 
the factors makinjr employment in the coveiH?d sectors more attractive 
than elsewhere, regardless of any changes in relative cash compensa- 
tion. Thus, the retirement svstem is a hidden and in^Mvnsinjrly ini|ior- 
tant aspect of the bifurcation of the labor market into primary and 
secondary sectors, making workers in the former bettor off after retire- 
ment as well as in the pi^esent. But these effe:t- an- ceitMinlv 
pe-M>heral. 

Thouirh most of the lalior market i* pacts of the private retirement 
<y>teni liave been mode^^t to date, they are likely to l>ecome more sig- 
nificant in the future. As plans mature, lienefits will lie increased and 
eligibility provisions broadened so that more and more coveml workers 
will l>e eligible and will take retirenrient plans into account in their la!)or 
market decisions. Increased contributions will l>e required from em- 
ployers and they will become more aware of how to manipulate or at 
least cope with retirement plans as a part of good management. With 
all tills said, the evidence fWs not suggest any sudden disruptions in 
current trends of development, or any cataclysmic changes. Tliere is 
not likely to be any sudden bankniptcy of employers as tliey must meet 
pension commitnients. no wholesale foreclosure of jobs for older work- 
eis, and no massive exit from the labor force of workers in tlieir late 
fifties or early sixties. 

Lefjislative Coneems 

This does not mean that nothing can l)e or sliould be done to cbannel 
the further development of the private retirement system or to lietter 
cofje with its impacts. Perhaps l)ecaii8e of the diversity of the private 
retirement system* or perhaps because it developed only recently as 
an important supplement to social security, there has lieen. to date, a 
minimum of governmental guidance and regulation. Tlie Welfare and 
Pension Plans Disclosure Act of 1958 nVPPDA) requires the dis- 
closure of certain information and provides for the regulation of some 
types of serious misconduct, but it does not have any enforcement 
teeth. In 1970, there were 174*010 welfare and pension plans on file 
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with the Department of Lubor, but only 533 cases of viohition were 
closed, and only a fifth of these involved action to correct mifsconduct 
bv retirement plan managers.* There has also been a minimum of over- 
sight exercised under the tax laws, and almost none under the Wagnen 
Taft '►Hartley, and Landmm-Griflfin Acts which provide penalties for 
some violations with jointly administered funds.^ 

For over a <locade, stronjjrcr wjnilatory le}ri«lation has In^en urjreil to 
correct a number of alleged deficiencies in the private retirement sys- 
tem. In a ronii)relienj2lve iuvostiffation completed in 1065, The Presi- 
dent V Conunittee on Corporate Pension Funds concluded that: 

( 1 ) TlieiHj were no elToctive prescribed government standards applic- 
alilot'i wolfan* :ind piMision phms: 

rj» Stutt' laws wero inatltniuato to cn[)e with violations of fiduciary 
trust bv trustees, employees, or administrators ; 

i I \>?t ing provisions were generally severe and i^estrictive, or non- 
existent : 

( \) Xnmerous plans were not adequately funded ; 

<r>) Plans fi-equently terminated prematurely, with no insurance to 
provide for payment of accrued benefits to workers ; and, 

(6) Employers could be immobilized by the lack of portability of 
earned j^ension credits.^ 

A variety of legislative meagnres have lieen introduced since then to 
deal witli these observed deficien<Mes and hearings have been held in 
almost every session of Congress/ The 02d Congress was no exception : 
a \\ u\v array of pension reform bills were introduced, and one, the Re- 
tin iiiut Ivn'onie Security for Employees Act (S. .*ir>OS) was r**ported 
out nf r'onmiittee but too late for Senate action. All of these legislative 
prnpo<als deal with essentially the same set of issues. 

(hu' of the primary concerns is the establishment of a Federal mini- 
mum standard for vesting. There is copious docunu»utation of workers 
who Inive held the same pension-covered job for 15 years or more, 
never cjualifying for a retirement benefit liecause of strict age and 
servii'o recpiirements for vesting. Despite the trend toward more liberal 
provisions, numv plans have lagged nehind* providing the worker lit- 
th» in tlie way oi lienefit security. But liberal vesting increases the costs 
to onii>loyei*s» sinee more workers will qualify for Iwnefits, and there is 
opposition to minimum requirements, or at* least to those which will 
affect a large proportion of all plans. 

Among the legislrtive proposals there are several approaches to vest- 
ing. The Ketirement Income Security for Employees Act would re» 
quire the vesting of 30 percent of accrued benefits after 8 years, and 
in pereent each vcar thereafter so that full vesting would be achieved 
after ir» years.' Another proposal (S. 2485 — 92d Cong.) would recpiire 



^F.FS. Dfifflrtment of Labor. Labor Manan^ement Ser^cea Admtnlatratton. 
Welfare oft<f Pm$iOH Ptan$ Dt$elO9ur0 Aot: /970 Report to Oongrea (WMhliiR- 
ton : r.S. Government Printliig OlBce. 1970) ♦ p, 1 1. 

• Tnterfm Report of ActtiHttee of the Private Welfare ani PenMon Plan Staifp. 

Benate Ctommfttee on Labor and PnbHc Welfare* 92d Ck>D£resft. Int Session 
( Wafihlnston : U.8. Oovemmeat PrlnMng OiBce« 1072)« pp, 4-5. 
•ibid., p. 26. 

• Ihfd.. p. 27. 

« anftS — The Retirement Tnrome Reenrlty For Employees Act of lOU 
ffrenniopnt Rrrnra-^Senate, October 12^ 1912, S. 17728. 
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of 50, that is, at least half of an emplovee's accrued benefits would be 
vested when ag-^ plus yeai-s of participation totaled 60, and at least 
one-fifth of the balance would be vested in each of the nest 5 years.' 

MeMures to jprovide for the portability of vested benefits are closelv 
related. A worker who stays at one job for a given period of years anH 
gets a benefit based on his final salary times years of service will re- 
ceive a higher benefit than a worker moving through a number of 
similar plans, even if he attains a vested right in each, which is un- 
hkely. It is alleged that this provides an impediment to mobility and 
certainly the job changer would benefit if he could cslttv his credits 
with him. Most pending le|3^slation merely recommends farther studv 
into this issue, but the Retirement Income Security for Employees .\ct 
would provide for a central pension fund which would accumulate the 
contributions voluntarily transferred to it in fulfillment of the pension 
obligations to individuals who have left specific plans. These could 
either be accuniulated until ajge 65 or used to buy into new plans. 

Another major legislative Imie is the security of vested rights and 
continued retirement income. There have been a number of ciises« the 
best known of which is the Studebaker shutdown, when establishments 
have closed down without enough money in the pension fund to pay all 
accrued l)enefit liabilities. Pending proposals would require more con- 
scientious fimding bv employers, would protect the worker ajrainst 
mis^management of the pension funds* and would insure nijninpt the 
loss of l)enefits due to a shutdown before contributions for accrued 
benefits had been accumulated. For instance* one proposal (H.R. 1200— 
92d CongO would require plans to fund all past service liabilities over 
a 25-year period, and in every year to at least meet accruing liabilities 
plus interest on tho?;e left unfunded. A premium would be paid each 
year to a pensir»n lv>nefit insurance corporation based on the amount of 
unfunded liability to protect against termination of the p\an. Finally, 
much more detailed reporting would be required of retirement plan 

{provisions to workers and of financial dealings to the Department of 
^ahon* 

If vesting, fimding* reinsurance* portability* and fiduciary standards 
were established* the cost of pension plans would be raised for those 
employers who had to improve their plans to meet these standards and 
for those who were just initiating plans. The ustial maturation pi ocess 
has been to start with a large unfunded liability and then to catch up 
over the years. Federal legislation which raises mitial costs niijjht dis- 
courage the initiation of new plans. This is one of the issiies raised by 
opponents of Federal standards and those who would keep them at a 
minimum. To stimulate the growth of coverage* the administration's 
proposal (H.R. 12272— ft2d Cong.) would permit any individual not 
covered by a private employer's retirement plan to deduct from fed- 
erally taxable income 20 percent of the total up to anniifilly 

•n)id..T>. 110. 

*TAr Ailm{nMraiion*$ Private Pennitm PrnpoMi (Wafshin^on: Amerirnn 
Eiit<»rpiiRf' Instttute. 10T2). 22. 

• Interim Report of Actiritten of the Private Welfare and Pension Plan ftfu^y. 
1971, np, dt.. p. lia 
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when this is set aside in a lw)na fide retirement plan. These contribu- 
tions would have to be held in separate trust and could not be with- 
dravm until retirement age.» Given the incentive of tax deductibility, 
it is hoped that uncovered individuals would be able to help themselves. 

These issues will have to he faced by the O.id Congress : l)Ut if. as ex- 
pected, some jieusion reform leflfislatiou is passeil. the sanjo ij<.<!Uos will 
ren;ain in decidinfr how miiekly and strictly to implement the rejrula- 
tions, and in the future, how inuch to raise the minimum standards. 
Among the factors which must be considered are the labor market im- 
pacts of proposed changes. For instance, it has been arcued In support 
of minimum vesting standards and voluntary portability arrange- 
ments that they would alleviate the immobilizing impact of private re- 
tirement plana. This is, of course, a secondary concern; the major 
issue is to protcvt tlie welfare of the worker who holds a job for many 
years without earning a vested right. But the Inbor market inj)»acts 
cannot btnUsinis.«ied without consideration. 

LafMH' Market I nifUcations 

One obvious policy implication of the analyzed labor market un- 
paots is that the administration s vesting approach, the "rule of 
has vorv serious drawbacks. The evidence is fairly conclusive that 
there ai« alreailv substantial ditferential pension costs in hiring older 
workers which l\ave resulted in a declining proportion of them being 
hired in liighly covered sectors Pensions are not foi-ech>sing all jobs» 
hut they are ci-itainly reducing the chances of finding reemployment 
at n late age in the uio've attractive areas. 

Quite obviously, the "rule of 50" would add to this impact. If a 
w«»rker aged 50 were hired and worked for 5 yeai-s. he would be fullv 
vested at the end of the period. If a 35-year-oUl worker were hired, 
he would have no vested right after r» years, and a 20-year-old would 
have no vested right until the 15th year of service. A much larger 
proportion of vounger hires would leave the plan liefore qualify nig 
for a benefit, so that it wouhl be much less costly to hire them. The ad- 
ministration's proposal would soften this impact somewhat. For work- 
ers near or bevond age .50 when hired, there einild be a three vear «lelay 
until the begnming of participation. This would reduce, but would 
not eliminate the disincentive to employ older jobseekers." 

Neither on the grounds of equitv nor efficiency is the combined age 
an»l service requirement preferable to a service only formula. Most 
plans now take the latter approach, sometimes with a minimum age 
requirement but rarely using the combination age and service total as 
a standard. The "rule of 50*' would force them to adopt a new approach 
which would reward different workers and would increase the differ- 
ential cost of hiring older jobseekers. There are no equity grounds to 
justil/ vesting the 46-year-old worker with 6 years of service rather 
than the 35-year-old worker with 15 ; in fact, it would seem fairer to 
give the l)enefit first to the worker witli longer service. Whether or not 
this is true, the fact remains that older jobseekei-s would be increas- 
ingly excluded by a combined age a nd service formula. 

• TM Admini*tratU»Ca Private Pention Propoiol, op. clt.. pp. 7-«. 
**Tke AdmM»tratUm'9 Private Pension Proposal, op. cit, p. 28. 
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Thoiv :uv otluT hxhov mnvkot iin])iiciitio!)s of privuto ivtiivinent 
plan reform loffislation. hut those are much less clearcnt. First, the 
minimum vesting standards and voluntary poilability arrangements 
which have l)oen i)n)posed are lik(»ly to Imve a nefrlifjrihle impact on 
labor mobility. As sujrjjested by the* prece<linfr analysis, the evidence 
indicates that retirement plans imi>iMle voluntarv job chanpinjf for 
only a niinority of those consid<M in«r movos and only durinjr the period 
immediately precedinjr qualification for a present or future l)enefit. 
Furthermore, workers with long tenure who are the most likely to 
1h» affected by letirement ]>lans are the least likely to move anyway, 
accounting? for only a fraction of all job chanjrei^s. tf lejnrislative action 
lowers the service requirement, for instance, from in to li> years, the 
liupact on each worker approaching qualification will be less, since 
he or she will have less accrued service in calculating the Wnefit and 
a greater discount becausi* it is further in the future: on tlu» other 
haiuK nion» potential job changei^s will be affected since mobility for 
thoM* with closi* to 10 yeai's of service is mucli higher than for those 
with nearly The net impact of the modest vesting standards which 
have been proposed by legislation will, therefore, be minimal in the 
aggregate. 

The voluntary portability arrangements of the Retirement Income 
Security for Employees Act are likely to have an even more meager 
imjiact. Then* are many technical problems involved in transferring 
pensifm credits, ami tlu»re is little likelihood that the arrangements 
will be used by many individuals or emplovers. Whether or not they 
arc utilized. hov»wer. few workers i)robal)ly understand how plan 
provisions can interac t to yi(»ld a greater benefit for continuous service 
than for separate {Hniods of \-ested service: Tt is unlikely that workers 
wiio have just be<Mi vested will decide not to move to another job where 
they ran also gain n vested right because* they project a diffei<»ntial 
total benefit at the owl of their worklife. Tt is therefore unlikely that 
they will be more willing to change jobs because they can carry their 
vested pension ci-edits with them. 

This IS not to argue that minimum vesting standards and portabilitv 
arrangements are undesirable. The welfare and equity argimients for 
both may be compelling. And there is no doubt that immediate full 
vesting and comi)lete portability wouhb if they were ever achieved, 
provide some stimulus to labor mobility. The fact remains, however^ 
that deferred graded vesting after 8 or 10 years and voluntarv porta- 
bility ai rangements will have almost no ^impact on mobility. 

Se<ond* fimding and reinsurance provisions are likely to make 
retirenirnt i)lans somewhat more attractive to employees and less 
attractive to employers. From the employer's point of view, the rein* 
suram e premium will raise retirement plan costs, especially where 
there is a large unfunded liability. In plans that are well established^ 
witli little (|uestion of future viability, reinsurance raises costs with 
little added benefit. The extent of the added costs may be small if risk 
factors are used to determine reinsurance premiums. Funding require- 
ments may reduce the flexibility which retirement contributions offer^ 
while irreater emphasis on funding schedules, and particularly the 
setting of standards for reasonable actuarial assumptions as to invest- 
ment return expectations^ may make employers le«8 willing to expand 
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benefits to the fxtont tliuy niv not raising them in tho expectation of 
increased earnings on reserves. For eniployei'S, on the other hand, re- 
insurance and moi'e stahle fnndinjr will mean increased benelit security. 
To the extent that the employee now discounts his deferred \vap»s hv a 
risk factor based on the chances of plan termination witli nnfuncled 
liabilities, the disi*ount will be nnlrnvd* In ull Iik(*1iIuiKuU however, few 
employees consider this possibility unless thev are near retireiiient a^e 
an<l their employer is known to lie on extreniel v shaky ground. Even in 
tlie case of tlie Btudebakcr shutdown, the union recognized and, in a 
sense, accepted the existence of a large unfunded liability in order to 
provide a larger immediate benefit; it apparently did not consider the 

Sossibilitv or plan termination.** If there is a rational discount of the 
^ ollars going mto retirement plans, it is pro!%'iblv related more to tl;c 
individuals fear of leaving the plan Ijefore qualilying than to the fear 
that the phm itself will he terminated. Employees may not value re- 
ti?i»ment defernils Wcause thev expect to move on to another job 
before qualifying. Earlier vesting may in this sense tend to assuage 
yoimgt»r workers who would prefer <lifect wages to increased Iienefits* 
All these effects, however, are hypothetical. Many employees would 
not Ik» nirecteil. ami many of those affected would not reali^^e the <liffer- 
ence. Some employei-s would have extra expenst^s to come up to mini- 
mum standards, but these might be met by simply delaying benefit 
level increasc»s or other <dianges in the plans. For the most part, then, 
the proposed reiniiuiions woidd have only a very modest etVeet on the 
defened wage and cost of labor aspects of ]irivate retirement pltius. 

Third, by raisinjr the miniinuni standards an<l costs of retirement 
plans, and reducing the flexibility with which they <*an be adminis- 
ten»d. proposeil legislative changes may further retail the gmwth of 
coverage into new firms. Expansion has been slow in the last decade, 
ami it is not likely to speed up. While the administration's proposal to 
provide tax dedtictibility for imlividual contributions into retirement 
plans recognizes the existence and inequity of the existing "liave and 
have not** division, and while one of its aims is to reacli out to uncov- 
ered workers, it is imlikely to do much to correct this situation, even 
if acceptc»d. Firms without ivtin^ment plans usually pay low wajres. 
and neither the employei*s nor employees are able to support verv sig- 
nificant if any pension contributions. Tax deductions will largely help 
those few more ailluent workei*s who are not covered rather than the 
nnich larger number of uncovered low wage workei-s who simply can- 
not afford deferral of any income. The niechanism is also suspect be- 
* .iiise it makes the tax on* savings regressive, yielding moi'e l>enefits to 
the hiirher paid worker who has the high(»r tax rate and therefore is 
suhsidiml on a large proportion of contributions." A formula which 
reduced taxes by some fixed proportion of retirement fund set-asides 
woidd l)e more ^»*»lpfTd to the lower income worker, but the fact re- 
mains that few low eamer?« cotd<l save much on their own. Tnstitutional- 
i/ation of <leferrals in formal i»ension and profit-sharing plans is the 



**Te»tiniony of Clifford MacMHIan !n Private PppAin^i pJanA, Ilerirfntrs lu fore 
ftaheommlttee on Fij?cnl Poncy of the Joint Economic rommittoe. SOth Coiitrrosi;, 
2d sesjdon (Washlnfrton. U.S. Government Printing Office. 19W). pp. lOT-lW. 

" Statement of Andrew Blemnier before House Ways and Means Committee on 
H.R, 12272. May 11. m2 (mimeographed). 
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Tliouffh the labor market impacts of rctii'emont plans play only a 
secondary role in curriMit pub:^c i)olicy deliberations, they are likely 
to be a somewhat more important factor in the issues which loom oii 
the horizon. S ' e of these aic suggested by the previous analysis. 

First, compu »ry and antomatir fctiivmcnt provision? luv likely to 
come under incroasinji scrutiny. A large proportion of those who con- 
tinue working in their sixties, especially past 65. are forced out of 
their jobs either by these provisions or by emplo^lnent policies related 
to retirement plans. Mandatory provisions are becoming more often 
automatic than discretionary, and provisions of all types will pi-olif- 
eratc as the normal retirement age is reduced. Where fimds needed 
to puv the retirement l>enefit have already lieen accumulated, and the 
benefit is considered adequate, the employer will be under no com- 
pinirtion to continue employing older workei^s who are felt to be less 
protlnctive. ^Mion tho normal retirement age is CO or (J2. more workers 
may want to continue on the job than when it is 6r>. and as a result. 
thi'V may object more stremiously if they are pushed out of work. 
Coin pulsory and automatic retirement provisions are not an essential 
parr of pension or pr<)fit-slmrin;r plans in the siMise that they redu<»e 
diro* r pension costs: the retirement plan is simply a way of acconi- 
plisliing the employer's aim of getting rid of older worket^s. Prohibi- 
tion of sudi policies and provisions may be necessary. es|>e<Mally if the 
mandatory retirement age begins to inch IhMow fi5. 

Socond! whether or not the "rule of TiO*- is adopted as a vesting 
standard, it is likely that the impact of pension plans on the hiring 
of ol(U»r job seekers \vill come under increasing scrutinv as more older 
pw^plo an* fon-od out of job<5 hnt still want to worlc, as there are 
relatively more young workers competing for Jobs, and perhaps as the 
agirroffato uneniploynient rate reaches an equilibrium aoove the level 
of the sixties. One solution is to subsidi^ce the differential pension costs, 
if tlu^re ai'e any. involved in hiring older employees. Alternately, em- 
ployei*s should alr^o be urged to adopt moi*o widely the types of benefit 
forltudas. such as those based on yeargj of service and final period 
eaniin;rs. M'hirh uiirimize the differentials,^^ 

Third, as more and more people take advantage of lucrative early 
rotn'omont provisions which will be available in a growing* minority 
of plans, there may bo some controversy if thoy reenter the lal>or force 
and i onipete for tfie jobs of other workers who are not covered or have 
xiitt qualified for early retirement. Likewise, as normal retirement ages 
af ptwhoil to 00 and below, there will be the same potential problem 
of <'ump(»tition betwctm haves and have nots for jobs. Society may 
vpry well feel that there should be a minimum age for normal retire- 
ment, such as the (»2 threshold under social security, and that benefits 
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should Ih» actiiarily mluoecl for retirement before this age. It may \yell 
be that the taxpaver does not want to subsidize extremely early retire- 
ment except in the case of disability or layoff or other special situ- 
ations and tax laws might be nscd to set a minimum age» On the other 
hand, covered workers who are able to retire at an early age may feel 
the\* should have the option of workings and might oppose any re- 
employment restrictions. 

Fourth, in order to increase the countercyclical impact of retirement 
plans, it might be possible to provide unemployment insurance pay- 
ments in addition to retirement benefits to early retirees in periods of 
high unemployment. Tender current State laws, retirement beneficiaries 
are sometimes autonmtically disqualified, but in most cases the un- 
employmout insuninro payinent Is othot bv the amount of the retire- 
ment iVnefit* It might be imssible to provide a Federal supplement in 
t\uu < of higli unemployment to workers who either voluntarily or in- 
voluntarily leave their jobs imder early or normal retirement provi- 
sioiiri. If several hundred thousand workei-s could he encoui'aged to 
retire, the welfare would Ix* less than having an equal number of 
younger workers off the job. 

Fiftlu as workers retire earlier, the i>roblem of the erosion of bene- 
fits by inflation will grow more critical. There has Ix^eu a marked 
trend' toward l>euefit formulas based on terminal earnings in order to 
prnti»ct the worker somewhat from inflntion, but this does not help the 
worker who has already retired. If there is an annual inflation rate of 
4.rp percM nt. the real value of a !?table l)enefit will be cut in half in 15 
voMr^\ ?inn the 55-yenr-nld early retirees ptnnd a good chance of living 
lit Irast this long. In ail likelihood, therefore, cost-of-living provisions 
will he one of the benefit dimensions which will increase gryatl;v' in the 
f*oming decade.^* If this occurs, there are signifirnnt implications for 
the wage-i)rice relationship. Cost-of-living adjustment provisions 
nnd* r wage agi^eements contribute to the wage-price spiral, and this 
inipact will l>e increased if employers have to increase contributions to 
pro\ itle hiirlier l)enefits to current as well as future l)eneficiarie8. 

Sixth. l)ecnuse of the increasing lalior force participation rate of 
women and the trend toward earlier vesting which will permit them to 
qnalifv for benefits despite their tvpically shorter job tenure, it can 
ho proje^'ted that the proportion of women roceiving l)enefits will be- 
gin to increase rapidly. One issue which thU wiil raise is whether 
women should get the same benefit or qualify under the same stand- 
ards as males. A 65-vear-old white woman can expect to live another 
16.4 vears compared' with 12.8 years for a male. A standard benefit 
baso«l on eaminirs and years oi service will be more costly for the 
femaile than for the male l>ecause it must be paid over a longer period. 
WluM-e the work force under a plan is largely male or largely female, 
then* is no problem: but when it is mixed, a decision must be made 
relat i ve to contributions and benefits for the sexes. 

The Broader Questions 

Whih these specific current and future issues are important, there 
are more basic questions about the private retirement system which 
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must be addnsssed and hopefully resolved. The pivoediujr analysis has 
assumed that iH^nsion and profit -shaviufr l>lans are worth wlnle. and 
that they will continue to evolve in their present directions with sonur 
increased Roremmentnl rejxnlation hut jiiMierally under their ow n mo- 
mentum* It is a matter of jndfrment whether tfie svstem which exists 
IS generally equitable ami etTective* and how or in what ways it should 
be changed; it is only an assumption that it will not lie' drastically 
altered. 

One basic and still unresolved issue is whether the dual sy-tem 

Emate retirement plans and social security, and the relative balance 
rtween them, is acceptable. As mentioned previously, there are some 
who would arffue that the public retirement system, w*ith its early vest- 
ing, portability, and almost complete nniverssdity, should be expanded 
relative to the private system. Tliere is no douk that an accelerated 
increase in social security taxes and benefits would check the jriowth 
of private retirement plan contributions and benefits. 

In defense of the private retirement system, and its status relative to 
social security, several points can be made. 

First, nuiny of the taults of the systenj are beinjr correcte<l in the 
coiii^se of its own develoi)mcnt. throufrh trends toward earlier 
vesting and through nmturation whi< ]j usually leads to fuller funding, 
legislative regulations such as those i)roposed should improve the 
Worst plans without fundamentally altering the system. 

.Second, private retirement plans have significant advantages over 
sorial scnu'ity in terms of their flexibility. Their variabilitv serv<»s an 
ini|M>rtant function. WorloM' interests di*fler: the imtoworl<<M- uvw W 
more concern(»d with retiring early from a pliysically denumdinjr job 
than the college i)rofessor who is more intenWecl iii the portahilitv 
aspects of his plan. Eniployer interests also vary: in technologically 
intensive industries such as petroleum, older worl^ei-s may be relatively 
less pmim^tivo thrui in retail trade, and the retirement plans in the 
first case would iumio likely stress lower retirement ages. Overall, it is 
a fundanu»ntal fact that the ability to pay for retii^ement plans \:iries 
l)etween worker groui>s and firms* There*is no way that every worker 
could get the retirernent lienefit of the automobile workers unless there 
wei^e a massive redistribution <»f income in society. Social security, is, 
in fact. l)econnng a nu»chanism for mlistribution, and proposals for 
financing out of tax revenues w-ouhl inci-ease this transfer effect, T'u- 
less it is believed that all individuals should have an equal income in 
retirement, private retirement plans are iiui>ortant in letting rclativelv 
)nore affluent workers pi-ena re for their futtuTs al)oye and l>ey<ind the 
floor of adequacy provided by social security. 

Another advantage of the* private i-etii-ement system is that, despite 
some exceptions, pension and profit-sharing plans are funded while the 
social s<»curity system oi)crates on a pay-as-you-go basis. The savings 
wliich are generated bv the private system are probably a positive fac- 
tor in the growth of tlie economy, and there is no doubt that funding 
alleviates much of the interir<'nemtional transfer inherent in social 
seciu'ity. By the time the current nensio?i-ro\ered woi'k(»;- niires, 
enough will have l>oen accumulated tnrough deferrals from wages to 
provnI(» most if not all of his or her InMu^Ht. While scune of <'nrnMit 
contributions go to meet past service liabilities, the proportion is much 
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0\im-h1U tluMu tlion^ is jiistitiratioii lor lin\ iiiyf a ilual ivtironu*nt ?^ys- 
Wuu Dt'spite tlu* innlili»ii<s witli pension anil jinUit-shuiinjr plans, thf 
ary:u!niMits for vastly oxpunilinji so4-ial sornnty to ivplaiv or at h'ast 
to nulutv the ivhitivi» inii»ortani*f of t ho private riN : 'nuMit systenu aiv 
not l onipeliinif. 

Another umlfrlyintr is>ui\ \m*v I-Vderal niininuuo stanilarils are es* 
tahli-^hoil for Vr>tin;r» fundinir. an«l (vther aspiTtsof private retirement 
plans* is liow quirkly tliese nuninnnns shonhl U» raisiuL For instance, 
the thi*ou^h lb year ;rm<led vi'Stinjr stamlanl of the I{etirenu»nt 
IncoHit* Seeurity For Kniph)yees Aet, which only applies ri»troai*tively 
to workers V* txiui <ivfi\ wilTnot Wrannitieally ehango the costs of most 
exL^tiujr plans.^^ A ^ year full vesting standard would be much more 
rostly and woid<l atfert ahnost all plans, while inune<Uate vestinjr re- 
<in5r<Mnents would have a nn\s?ive impact. It is likely that any reform 
legislation will estaUlish relatively njo<li»>t standanls, but once the con- 
jrressional foot is in the door, there is the possibility of establishing 
vvvn u\o\v strinjjent recpiirnjents. As in dealing with minimum wages, 
the impact of any proiwised chanjies will Ih» concentrated in tla» most 
nuir^ina) plans, and tin* gain& in welfare from better protected par- 
tit*ipants will be balanced agjiinst the potential losses if plans are 
dropped w if the standards stop them from being established. If the 
experience with mininmm wage legislation is rejieated, there is likely 
to l»f a iMintinuing pushing match l>etween the advoi^ates of stri<*ter 
-T:n..lMr.|s :nul t\\ct<v who iWry the pri<v ta<r and negative conse- 
ijucntvs. The compromise w ill be standards which change at about the 
^a me pace as the average of private retirenu'Mt plans: in other wonis* 
mas-ivt' di^ilocat ions are unlikely. 

Another issue whifh will lu*<*ouu* critical is the tradeoff lu'twefu the 
immediate wtdfare impacts of private retimnent plans, i.e.. their 
etfectiveness in fulHlling their designed functions, ancl their stvondary 
or spillover impacts on other workers or the economy as a whole. In 
the tabor market context, theiv are several illustrations: 

( 1 ) Do<»s the enjployer have the riffht to use the retirement nlan as a 
way to retain workers*, even though tnis nutans that those who leave the 
joK mav lose their btjnefits ? 

(2) If private retirement plans disoourajje the hiring of older work- 
ers, to what degree should they be altered m order to protect potential 
hires, and to what extent wilfthis affect the benefit available to exist* 
ing workei^s ? 

(J}) Karly retirement l>enefits under private retirement plans may. 
as mentioned previously, result in workers in their fifties and sixties 
retirintr w ith benefits from covered jobs and competing for work else- 
where* with uncovered emplovers. What is the tradeoff between the 
effect of the plan on the welfare of early retirees, and the secondary 
impacts of comi)etition from those who retire early ? 

Pressure from coworkers, unions, or employers may convince 
ohler workers to retire earlier than planned when unemployment is 

•* As noted al>ove. this section was written before passage of pension reform 
hilU in the 03d Congress. 
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high in order to opon jobs for othorj*. This will have a desirable c oun- 
terryclical effect in the acpi-epate, hut what is the tradeoff with the 
welfare loss of individuals ♦vho are forced off their jobs under pension 
plans? 

The question of tmdeoffs also arises in other contests. For example^ 
pension fund investment patterns uufsht have undesirable finanoiul 
consequences, but nny re^culations which ivducc the returns on those 
ftmds would also » iluce the Inmefits which could be provided. Like- 
wise, the institutionalized savings and investment of pension funds 
may have unwanted agpegate economic effects if the economic situa- 
tion is such that there is too much saving and too little consumption. 
In these cases, actions may be justified which have nothing to do with 
the effectiveness of individual plans to provide for the welfare of re- 
tired workeis. 

These various questions cannot be resolved in any absolute wav. 
Tradeoffs and strategies will depend on circumstances encountered at 
particular points in time. D^isions will tisually be marginal in the 
sense that they will be made only when particular problems become 
acute and only to the extent necessary to correct these problems. Thus, 
for example* the issue will not be whether to eliminate private pension 
plans and to have all contributions made to a central fund, but rather 
whether to further raise social security benefits or to require the deposit 
of accrued vested contnbutions in a central fund when a worker moves 
outside the coverajre of a i>lan. The decision which is made will denend 
on a numl>er of normative nnd |»hilosophi<'nl as well as piiijrnmti<* nrim- 
ments. It is import tnt. however, that the Uronder c|ucstions ho kept in 
mind when the more specific problems are addressed. 

The Need To Ktiow 

In order to deal with these current and future issues* there is a need 
for much more information about almost all aspects of the private 
retirement system. For such an important and pervasive institution* 
the data concerning private retirement plan characteristics, coverage, 
contributions* benefit levels* and beneficiaries* are woefully inadequate. 
Available information must be pieced together to get even a crude de- 
scription of the private retirement system. To mea^sure the impacts of 
this system* broad inferences must be made linking descriptive dnta to 
observed outcomes. 

For instance* in assessing the relationship between private pensions 
and labor mobility* the only recourse is to lc«k at the vesting and early 
retirement provisions, to theorize about the impacts^ and then to exam- 
ine aggregate quit rates and tenure in specific situations where it is 
hypothesiwd that private retirement plans will have significant influ- 
ence. What is unavailable is data which can be of use to directly com- 
pare the liehavior of firms and workers covered by various types of 
retirement plans with the liehavior of uncovered firms and workers. 

To fill this gap* there are a variety of informational needs: First, 
in hypothesizing about any labor market impacts, the assumption is 
that the worker is completely rational and understands what he has to 
cnin or lose by a specific course of action. Yet the countless stories of 
unrequited expectations of older workers which have been presented 
to justify pension reform legislation suggest that many individuals do 
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not understand the terms of their plans or their implications. One of 
die most vital needs, therefore, is to determine hovs much eniployees 
know about their plans and how much they take this knowledge into 
consideration. Inking particularly at the issue of labor mobility, job 
changers and those who would like to but do not change employers, 
shoum be intensively interviewed to determine their understanding of 
the retirement plan considerations. 

Second, emplovers, like employees, may not be completely cognizant 
of the implications of their retirement plans. The provisions may or 
may not be best stiited to the needs of the firm, and the emplovers may 
not understand or care about such factors as the differential costs of 
hiring older workers or the possibility of using plans as a layoff device. 
Actual policies niav differ significantly from articulated provisions. 
More information is needed to explain the business management di- 
mensions of private retirement plans. . , , , . 

Thinl, a longitudinal studv is needed tracing older workers mtn 
retirement to specifically isolate the inflnenee of different types of 
i*etirement plan provisions on future labor force participation. The 
available studies on retirement patterns usually go no further than 
asking whether a worker is covered or uncovered and will or will not 
receive a benefit. The effect of varying benefit formulas and levels, as 
well as different early, normal, and mandatory i-etirement provisions 

need further study. , , r .1 u i • 

Foin-th. a lar<re-f«'nle conipO tttiVv' sturly is neeilea of the behavior 
of firms with and without retiremei.i i)ians of different types, and of 
i'mi»l<»vet's in these firiii!*. This is the <»nly way that theblans can 
linked* with the behavior of employers and employees. Possibly, this 
companitive study could determine the degree workers undei-staiid 
plan provisions, aiwl could also focus on older workers nearing retire- 
ment age. . ... 

A comprehensive project to study the labor market implications 
of the retirement system is warranted. Pension and profit-sharing 
plans have a variety of significant and increasing impacts on employ- 
ers, employees, and the economy as a whole. The private retirement 
svstem is clearly an important labor market institution as well as a 
me^-hanism for 'improving the welfare of retired workers. Further 
study is vitally needed. 
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